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PART V. PRESENTATION OF AN 
ENTERPRISE. 



CHAPTER XXIV. 
MANNER AND MATTER OF PRESENTATION. 



In the presentation of an enterprise difficult ques- 
tions arise. Theoretically, a plain, honest statement 
of the facts and conditions, free from color or preju- 
dice of any kind, and coupled with a reasonable offer, 
ought to get the money needed for a good enterprise. 
Occasionally it will, but in ninety-nine cases out of 
a hundred it will not. Such a presentation lacks at- 
tractiveness. Capital is timid and must be reassured. 
The merits of the enterprise must be emphasized, the 
weak points fortified, the risks minimized, and the 
various possibilities pleasingly indicated. If this is 
not done capital usually betakes itself off to some 
other enterprise, perhaps not so good, but more at- 
tractively presented. 

But this presentation, while it is expected to be 
favorable and will usually be enthusiastic, must be 
kept within proper bounds. Intentional misrepresen- 
tations or material concealments are, of course, out- 
side the present discussion. Without any wrongful 
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intent, however, good points may be so emphasized 
as to verge on false representation, and weak points 
and deficiencies may be so minimized as to practically 
result in concealment. The line of demarcation is 
sometimes difficult to draw and there is occasionally 
a decided difference of opinion as to the exact point 
at which legitimate statement merges into misrepre- 
sentation. 

There is, however, a wide range of open country 
before this "debatable land'' is reached, and just how 
far it may be traveled with propriety must rest with 
the individual. He is certainly justified in empha- 
sizing the good points of his enterprise and in setting 
them off to the best advantage. He is also justified 
in showing just why weak points are not seriously 
injurious and how they may be avoided or overcome. 
He is on safe ground just so long as his statements 
are honest statements; so long as his facts are real 
facts — stated favorably, perhaps, but fairly and not so 
ingeniously perverted or distorted as to lead to false 
conclusions. 

If, however, the hopes or expectations of the owner 
are stated — as is not infrequently the case — in such 
a way as to give the impression that they are accom- 
plished facts ; if serious defects or absolute deficiencies 
are suppressed, avoided, or improperly explained 
away; if existing conditions are presented in such a 
way as to almost unavoidably lead the prospective 
investor to false conclusions, the bounds have been 
passed, and a moral, and sometimes a legal liability 
is incurred. 

Also it should be borne in mind by the promoter 
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that any improper representations of the kind are 
always remembered, may come up later to the em- 
barrassment and injury of the party responsible for 
them, and, finally, it should be recognized that with 
a fairly good deal they are unnecessary. The height 
of artistic presentation is to take the facts just 
as they are, and, without suppression, material eva- 
sion or subterfuge of any kind, state them so clearly 
and strongly and in such connection with the possi- 
bilities and the beliefs of the promoter — stated as 
possibilities and beliefs — as to carry conviction to the 
investing mind not only that the enterprise is a good 
one, but that it is in capable hands as well. 

When the actual proposition is reached — that critical 
feature of a presentation to which everjrthing else 
leads up — ^there is but little play for the imagination. 
There is no painting of the lily here. Hard, cold 
statements of fact are in order, so clear and so com- 
plete that there is no room for misunderstanding or 
for subsequent disclaimer. 

This proposition is the specific statement upon which 
money is to be secured. In framing it, good common 
sense, judgment and business ability can be employed 
to advantage. Its details will be governed by the 
conditions and the necessities of the particular under- 
taking. If the enterprise is not strong in itself, it 
must make up for its deficiencies by the liberality of 
the proposition. If the times are hard and money 
scarce, the terms must again be liberal. If the owners 
of the enterprise are driven by their personal neces- 
sities, they must meet the capitalistic demands, and 
the proposition will then be generous indeed. 
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The method of presentation also has a direct bear- 
ing on the details of the proposition. In the earlier 
history of an enterprise funds for its purposes are 
almost always sought from one individual or from 
a limited number of persons. Under such conditions 
the parties approached easily may and usually do com- 
bine and are then apt to require that the proposition 
be shaped to meet their views. Not uncommonly 
these views involve a very disproportionate interest 
in the enterprise for themselves. 

Just how much the owners of the enterprise must 
concede to this demand is, as already intimated, a 
matter of conditions. If the owners are financially 
independent, or are good enough "bluffers" to give 
the impression of financial independence; or if they 
are sufficiently resourceful to find other channels 
through which money may be secured, and, perhaps, 
work the one against the other; or if they are of 
sufficient persuasive power to soften the capitalistic 
heart, or of such ability and persistence as to be able 
to work the enterprise out themselves if they must, 
the men with money may be brought to fairly reason- 
able terms. If otherwise, the owners are in the hands 
of the Philistines and must do the best they can — 
which is not usually very well. 

It is to be noted, however, that the possibilities 
of a new enterprise, and the idea of coming in on 
the ground floor are not lacking in' attraction for the 
smaller investor. Then, if the men of large means 
are too difficult or too grasping, it is frequently possi- 
ble, even in the earlier stages of an enterprise, to ap- 
peal successfully to those of less means, each one of 
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these putting in a small amount and their total sub- 
scriptions aggregating the larger amount needed. In 
such case the owner of the enterprise may arrange 
the details of the proposition to suit himself. The 
smaller investor may then accept or reject the offer, 
but cannot hope to modify its terms. He is not of 
sufficient importance to even attempt to dictate. 

The first proposition in any case will usually and 
naturally be along the lines preferred by the owner, 
or be one that he thinks will secure the money. If 
the enterprise is a good one and the owner's proposi- 
tion IS reasonably fair, he may be able to carry it 
through. It is, however, rarely that an enterprise 
is financed on an inflexible proposition. Changes 
desired by the investors may be unobjectionable or 
perhaps entirely proper, and in either event will natu- 
rally be conceded. In perhaps the majority of cases 
they are at least partly reasonable, and concessions 
must then be made on both sides. 

At times when the conditions are difficult or per- 
haps not fully known, the simplest way of arriving 
at a proposition that will secure money is by the 
experimental method. The owners arrange a tenta- 
tive offer that seems fair to them, with possibly a 
trading margin added. They then try this on a "dog" 
— or otherwise a capitalist. The justness of the pro- 
position is judged by the results. The capitalist is 
apt to express himself freely, and, with due allowance 
for peculiarities of the particular capitalist, a very fair 
idea of the merits of the trial proposition may thus 
be obtained and the proposition may then be modified 
in the light of this knowledge. 
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All the more important features which affect it 
should appear in the proposition, though in what de- 
tail will depend upon the particular conditions. If 
the owners of the enterprise are to give their time to 
its operation, a demand for reasonable salaries or 
stock compensation is but fair and would properly 
appear in the proposition. The amount of these sala- 
ries might, however, be left for later settlement. Or 
if minority interests are to exist the proposition might 
require reasonable protection for them, the method by 
which it is to be attained being left for future agree- 
ment. If a specified management is to control, proper 
stipulations should be made in the proposition and 
might very well provide the method for its mainte- 
nance. If royalties are to be paid, they should be 
so secured by provisions for minimum output and 
specific dates of payment as to really protect the owner, 
and stipulations for such protection would usually 
appear in the proposition. 

When options on properties or the properties them- 
selves form the basis of an enterprise, peculiar condi- 
tions are frequently introduced into the proposition. 
These arise from the fact that the properties or op- 
tions are usually owned or controlled by the active 
parties or "promoters'* who are financing the under- 
taking and who organize corporations for the express 
purpose of taking over or purchasing these properties. 

If the properties are turned in to the corporation at 
the actual purchase or option price to the promoters, 
the transaction is legitimate and unobjectionable. 
Usually, however, the promoters turn these properties 
in to the corporation at prices higher than those called 
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for by their options, or if the properties are owned 
by them, at prices higher than their own purchase 
price, the difference representing a profit to the pro- 
moters. Even here there is nothing to be said if the 
facts as to the promoters' profits are known to all 
the parties concerned. When, however, the promo- 
ters, in order to avoid criticism and objection, attempt 
to conceal the fact of their profits, the procedure be- 
comes an infraction of the law and is liable to be 
overturned at the suit of any party immediately inter- 
ested. • 

These conditions, which frequently arise, are not 
generally understood and the complications that may 
ensue are so serious that the following somewhat 
lengthy quotations from "Conyngton on Corporate 
Organization" (page 227 et seq.) can hardly be deem- 
ed out of place. 

"For the purposes of the present consideration the 
promoter is one who concerns himself in the financing 
and organization of a corporation with a view of 
realizing special profits. In a large proportion, if not 
the majority of such cases, the promoter has brought 
about the organization of the corporation for the ex- 
press purpose of securing these special profits. There 
is no intrinsic iniquity or injustice in so doing. The 
only question is as to the propriety and legality of his 
arrangements for their collection. * * * 

"The relation of the promoter both to the corpora- 
tion and to those associated with him in its organiza- 
tion is one of trust. He is guiding the affairs of the 
incipient corporation and is supposed to be safeguard- 
ing its interests as he would his own. * * * 
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"This doctrine is too clearly established to be ques- 
tioned. The confidential relations of the promoter 
being admitted, it follows then that while he may with 
entire propriety and legality profit by his connection 
with the corporation, such profit must be made and 
taken in such ways as are compatible with these exist- 
ing confidential relations. * * * 

"The usual mistake of the promoter is in dealing 
with the corporation as he would with a stranger. 
Unreasonable or even large profits are difficult of at- 
tainment if the party from whom they are to be drawn 
is informed as to the facts, and for this reason the pro- 
moter wishing to sell property to the corporation 
usually conceals, or worse still, misrepresents its real 
cost. If the property were actually owned by the 
promoter and had been so owned before the organiza- 
tion of the corporation was undertaken, the status 
would be different. Then, under proper conditions, 
there would be no compulsion upon him to reveal the 
cost of the property and he might sell it to the corpo- 
ration at any agreed price, and, in the absence of 
misrepresentation, without fear of legal consequences. 

"Usually, however, the promoter does not own the 
property taken over by the corporation, but either 
holds it under option or is acting in the interests of 
the real owner, who pays him a percentage of the price 
secured, or allows him to offer it to the corporation 
at an advanced price, protecting the promoter in all 
excess over the real price to the owner. When the 
promoter occupies this position, unless with the full 
knowledge of his associates and the corporation, he 
is in conflict with the law, for it has been laid down 
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clearly and unmistakably that a promoter must not 
make any secret profit out of his corporation, or out 
of those associated with himself in the formation of 
the corporation. * * * 

"From the cases cited and the additional cases given 
hereafter, it is clear that any special profits made by 
the promoter are illegal unless made with the full 
knowledge of all the others interested or with the 
consent of an independent and fully informed board 
of directors, or with disclosure of the conditions to 
intending stockholders. Suit for redress might be 
brought at any subsequent time by the corporation, 
or, under some circumstances, by the stockholders who 
have immediately contributed to the promoter's im- 
proper profits by the purchase of stock on its first issue, 
or of treasury stock thereafter. * * * 

"The laws are very clear in their denunciation of the 
promoter's secret profits. They are hardly less ex- 
plicit in their recognition of the promoter's right to 
profits if secured ;and taken under proper conditions. 
In I Morawetz on Private Corporations, § 293, it is 
said: 

" 'However, there is no rule of law prohibiting a 
person from forming a corporation for the purpose of 
selling property to it and making a profit from the sale. 
The law merely requires that such a transaction be 
entirely open and free from deception upon the com- 
pany and upon those who become members.' * * * 

"From these quotations it seems very clear that the 
promoter is well within his rights when he organizes 
a corporation to purchase his own property, provided 
that such purchase by the corporation is directed by 
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an independent board capable of impartial judgment 
as to the value of the property and the advisability of 
the purchase by the corporation, and is made with full 
knowledge of the fact that the property in question 
belongs to the promoter. In such cases the promoter 
having purchased or otherwise acquired such property 
before the inception of the corporation, was not and 
could not then in any way have been acting as the 
agent or trustee of the corporation. He may have 
acquired such property at any price or in any way, 
and, when later the corporation is organized, he is at 
liberty to offer this property to the corporation at any 
advanced or different price he may choose, without 
divulging the profits to be made thereby. The one 
essential is that such offering shall be absolutely with- 
out misrepresentation. If he represents that the prop- 
erty is owned by him when only held by option, or 
that it is turned in to the corporation at the cost to 
him when he is really making a profit, such misrepre- 
sentations are, under the circumstances, material and 
render the promoter liable for the secret profits so 
secured. Without such misrepresentation, however, 
he may make what profit he will." 

When secret profits are to be made several different 
methods are employed to effect the necessary transfers 
without revealing the promoter's profits. These are 
sometimes allowable, but are in most cases of doubtful 
propriety and perhaps of doubtful legality as well. 

When the owner of the properties is willing to as- 
sist in the concealment of profits, he will sometimes 
give options to the promoters at the advanced figure 
fixed by them, agreeing at the same time to "protect" 
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the promoters — that is, to pay over to them all 
amounts received by him in excess of his private ask- 
ing price. This is the simplest method of arranging 
the matter. Then as soon as the owner receives his 
money he turns the excess price over to the promoters 
and the transaction is closed. 

Another plan is for the owner to give two options 
to the parties, one at the real price, the other at the 
advanced price at which the property is to go into 
the enterprise. The higher priced option is exhibited 
and apparently acted upon. When the properties are 
to be transferred, the deeds or assignments are escrow- 
ed with some trust company or other reliable trustee, 
under an agreement that upon receipt of the advanced 
or fictitious price, the deeds or assignments are to be 
turned over to the parties making the pa3mient, the 
owner is to be paid his real price, and the option par- 
ties are to be paid the balance which represents their 
profits in the transaction. This is obviously merely a 
variation of the preceding plan, but is frequently pre- 
ferred. 

If the owner of the property is not willing to become 
a party to the concealment, a plan sometimes pursued 
is to take the option out in the name of a "dummy" 
— ^that is, some friend or associate of the promoters, 
who appears in the matter for some nominal payment 
or perhaps purely for accommodation. This dummy, 
after the option is made out to him, gives in turn an 
option to the promoters at a higher price, and this 
latter option is the one that is shown. The actual 
transfer of the property is then again handled through 
a trustee, who makes the delivery and necessary pay- 
ments. 
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This is obviously a more risky proceeding than the 
former, as here the owner is not an accomplice, usually 
has no reason for concealing his price, and the details 
of the transaction are therefore almost certain to be- 
come known. In such case, trouble is likely to ensue 
for the promoter. 
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CHAPTER XXV. 
PREPARATION FOR PRESENTATION. 



The majority of enterprises to be financed are very 
inadequately prepared for presentation. This may be 
due either to ignorance of what is required or to an 
unwillingness to go to the expense or trouble involved. 
Be this as it may, time after time enterprises are pre- 
sented in such a crude, unfit condition, with so little 
perception of what ought to be provided, or what may 
properly be required, as almost to invite their failure. 

An out-of-town inventor will put a bundle of draw- 
ings in his pocket, or a model in his grip, and come 
on with the triumphant assurance that he has every 
requisite for a successful presentation. The idea that 
patent papers will surely be called for, or that he will 
be asked for a clear statement of what his mechanism 
will do, and why his method is better than others, 
or that an exposition of the general state of the busi- 
ness will be required, or that half a dozen other things 
will be demanded, never seems to occur to him. 

. Or the Western man with a mine will break out 
some good big samples of attractive ore and board 
a train for the East with a perfect conviction that he 
has everything for his presentation that the most ex- 
acting could require. When he is asked for maps, 
title papers, assays, expert reports and the other neces- 
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sary features of a proper presentation, he is totally 
unprepared. His omissions may be rectified, but this 
involves delay, and when he is ready the interested 
parties have probably cooled off and the unready miner 
must prospect further for the capital he needs. 

It must be borne in mind that the financing of an 
enterprise is a very particular matter. Interested par- 
ties may be discovered almost at the first attempt; 
more often only after considerable search; sometimes 
not at all; but whenever they are found, the materials 
for the presentation should be at hand so that it may 
be made while the opportunity offers. 

Before a presentation, then, the enterprise itself 
should be put in the best possible condition and every- 
thing should be provided that may with propriety be 
required by parties investigating the proposition, or 
that is necessary to give a proper and favorable knowl- 
edge of the undertaking, or that will be required in 
conducting the negotiations. Some of this preparation 
and material may not be necessary. The probabilities 
are that most of it will, and when anything of the 
kind is needed, like the Texan's pistol, it is needed 
badly — in fact, it must be had. Many a promising 
trade has been broken off and lost absolutely just from 
lack of this proper preparation. 

As a first step towards the presentation of an enter- 
prise to be financed, the invention, the business, the 
mine, or the other property or undertaking upon which 
it is based, must be gotten into the best possible busi- 
ness shape, both as to physical features and as to the 
general conditions with which it is surrounded. 

The importance of this is obvious. The most de- 
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sired and most desirable condition of any enterprise 
is that of a "going concern." If the enterprise is a 
going concern it will naturally be regarded with 
greater favor and secure finance on better terms if 
in the best possible operative condition. If it is not a 
going concern the nearer this state is approximated, 
the stronger the presentation that can be made, the 
greater its attractiveness to the conservative investor 
and the better the terms upon which the necessary 
finance may be obtained. 

For example, suppose an ingenious inventor has 
devised a new and, to all appearances, a much im- 
proved typewriter of a standard pattern and wishes 
to get the necessary funds to develop, patent and push 
his invention. At the time of consideration it exists 
merely as a design in a more or less complete condi- 
tion. 

At this stage a long and tedious road lies between 
the invention and final commercial success. Patents 
are to be secured in the face of the multitude of t)rpe- 
writer patents already granted and this is likely to be 
difficult. The device may prove to have been already 
patented, or to be not patentable, or there may be 
important interferences and long, vexatious delajrs and 
costly legal work, and possibly unjust and damaging 
decisions to be fought, or to be acquiesced in as busi- 
ness policy may dictate. If the patents are finally 
granted, the claims may be so attenuated or so mate- 
rially modified as to be of but little value, or to permit 
of easy evasion. 

Also, after the patents are secured, or if the owners 
of the enterprise are sufficiently confident, while the 
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applications are pending, models must be constructed 
in order to demonstrate the workings of the mechan- 
ism. Or possibly a caveat will be filed, or perhaps 
merely a preliminary search of the patent records will 
be made to determine as far as may be the patenta- 
bility of the device, and if the results of this search 
are satisfactory, models will be constructed before 
either a caveat or patent applications are filed. This 
is a somewhat risky proceeding, as a patent is never 
secure until it is actually granted, but it has the ad- 
vantage of allowing the original patent applications 
to cover the mechanism with all its features as finally 
decided upon, instead of merely covering the first rude 
designs that are almost invariably greatly modified 
by the experimental work of model-making. 

Be this as it may, if a model is attempted the work 
will be heavily expensive. No matter how experi- 
enced or how practical the inventor, the model work 
is almost certain to show numerous defects in the 
original designs, and suggest many improvements to 
be introduced before a practical working mechanism 
is obtained. Not infrequently the demonstration of 
the model calls for a total recasting of the original 
device, or for what is practically a new invention, 
retaining not one single important feature of the origi- 
nal design. Occasionally the nature of the invention 
itself is changed, as in a recent somewhat remarkable 
case where the inventor, having secured the financial 
backing of friends, started in to develop designs for 
a smoke consumer of a supposedly very superior pat- 
tern. After the expenditure of much time, thought 
and money, the smoke consumer, by a not entirely 
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unnatural process of evolution, became an improved 
furnace feed. Thence, however, by a very singular 
metamorphosis that has not yet been satisfactorily 
explained, the erstwhile smoke consumer emerged 
triumphantly from the debris of inventions and experi- 
ments as a very effective gas stove. This was patent- 
ed, manufactured and put on the market with much 
success and to the very considerable financial advan- 
tage of those immediately concerned. 

In the case of our supposed typewriter, however, 
even after the invention is patented and worked out 
to a more or less successful conclusion — which is 
usually a matter of many thousands of dollars — a fur- 
ther and much larger investment is then necessary in 
order to provide the tools and machinery for its manu- 
facture. One hundred thousand dollars would be a 
very modest estimate of the total cost of development 
and of equipment of factory. After all this has been 
accomplished there still lies before the enterprise the 
very difficult problem of working up a prosperous 
business in the face of strong and able competition. 

All this confronts the inventor in the first inception 
of the enterprise and, if the men with money are at 
all experienced in matters of the kind, is known to 
them. It is true that in other lines the difficulties to 
be overcome might not be so gjeat as in the some- 
what crowded and very troublous field of typewriter 
invention, but in any case where an inventor and an 
untried invention are concerned, the obstacles, risks 
and probable expenditures are great. 

At this early stage the inventor may secure the 
money he needs — it is frequently done — ^but it is usu- 
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ally a matter of difficulty and great inducements. It 
is then largely a speculative offering and must be 
financed as such. 

If, however, before endeavoring to finance his inven- 
tion, the inventor carries it a step further, and secures 
his patents, the situation is very much improved. Be- 
fore, patents might have been refused, or be granted 
but in part, and the investment be more or less of a 
loss. Now this very serious danger is removed, the 
actual expenditures involved in securing the patents 
have been made, and, while there are still many trou- 
bles before the enterprise, substantial progress has been 
made, its general condition is better and it is therefore 
more attractive to the investor. Money would then 
be much easier to secure and the interest that must 
be offered for this money would be less than before. 

If the patents had not only been secured, but in 
addition a successful working model could be shown, 
the conditions of the enterprise would be immeasura- 
bly better. Then, granting that the new device had 
merit, there would be only the ordinary business risk 
before the enterprise, and the inventor would receive 
ready and even eager attention from practical men who 
at an earlier stage could not have been interested on 
any terms. 

It is to be noted and remembered that unless the 
inventor and his immediate associates have sufficient 
financial strength to carry the matter through to the 
position of a successful business enterprise, this is 
about as far as it is expedient for them to go. The 
inventor is still well within the limits of his own 
province and, with a patented invention and a success- 



Digitized by VjOOQ IC 



PREPARATION FOR PRESENTATION. 27 1 

ful model, he is at least theoretically in a position to 
meet the investor with composure. His patents are 
rimning against him, it is true, but with seventeen 
years in store, a moderate delay is not serious and if 
the investor wishes to hold over and negotiate, the 
inventor can do likewise, or can employ his time in 
looking up another more active investor. It is then 
that he comes nearest to realizing the abstractly cor- 
rect position that the enterprise is as important as the 
money. In practice, he will probably finance his in- 
vention at this time on advantageous terms that be- 
fore would have been absolutely impossible. 

Should the inventor, however, decide to go ahead 
with the actual commercial development of the enter- 
prise and begin the construction of tools and machin- 
ery, he is leaving the field of invention and invading 
the domain of business. He must then be very sure 
that he has the ability and means to carry the enter- 
prise through to financial success. Should he fail to 
do so and have to ask for money midway, a worse 
position for the new enterprise could hardly be im- 
agined. It must have more money to save that already 
invested. Meanwhile it cannot stand still. It must 
either go forward or backward. Rent is running, bills 
for labor and material must be paid, general expenses 
are mounting up with startling rapidity, and mean- 
while the inventor is busy looking for funds. 

Under these conditions the enterprise is looked upon 
as already a failure and most men of means will have 
nothing to do with it. It has apparently fallen before 
its wings were fairly spread for flight. It is the natu- 
ral victim for the vultures of the financial world. As 
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a matter of fact, it is unfair to style the financier who 
comes to the relief of such a crippled enterprise a 
"vulture," even though his terms may be severe. The 
parties to be reproached are those who have brought 
the enterprise into its unfortunate and embarrassing 
position, and the man with money who comes to its 
relief and starts it once more on the way to success 
is entitled to a most generous reward. 

If the inventor and his friends are able to carry 
the enterprise through to commercial success — as is 
not infrequently the case in matters involving less 
expenditure than the manufacture and introduction of 
a new typewriter — it is, of course, advantageous and 
very advisable that they should do so, but unless they 
are very certain of their ability to do this the risks 
are too great to justify the attempt. 

Just where the point for advantageous financing is 
found will vary with the nature of the enterprise, but 
speaking generally, the further it is carried the better 
for the inventor, provided only that he stops short of 
any position from which he can neither advance nor re- 
treat, nor even stand still, but must have quick money 
to save the enterprise from loss and possible disaster. 
He should have as few loose ends out as possible, 
should keep everything clean as far as he goes, and 
should go as far as he can carry the enterprise suc- 
cessfully. 

Whatever the stage that may have been reached 
before the enterprise is presented for financing, it is 
a matter of much importance that the material condi- 
tions of the invention, mine or other property upon 
which the enterprise is based should be of the best. 
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If the subject matter of the enterprise be an inven- 
tion, the designs should be well drawn on suitable 
paper and be clean and workmanlike. If a model has 
been constructed, it should be as neat, well made and 
business-like as possible. Inventors are too apt to 
underestimate the importance of such matters and take 
it for granted that the mere demonstration of the 
principles involved is sufficient, and that an3rthing that 
will do this is all that is necessary. They make a sad 
mistake when they do. A rickety model, tied with 
strings and loose at the joints, may demonstrate the 
principle beyond question. If, however, the model 
breaks down once or twice in doing so, or a joint 
comes uncoupled, or a string untied, and the exhibition 
has to wait until repairs are made, the demonstration 
is very far from satisfactory — ^so much so that the man 
with money frequently concludes that the principle has 
not been demonstrated at all, or decides in his own 
mind that if the machine does not work well now, 
there is doubt as to its ever doing so. Moreover, in 
the minds of those looking into an invention, the 
character of the model has much weight as an indi- 
cation of the kind of man they are dealing with. 

At times financial considerations will compel a 
home-made model. If so, it should be as well made as 
the conditions will permit. If string must be used, it 
should be good string and well tied. If the model must 
be whittled out of wood, it should be neatly done and 
be as secure and practicable as possible. Its "lame" 
operation does not, of course, really affect the prin- 
ciple, but it does affect the "principal" — the man to 
whom the exhibition is being made. For this reason. 
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if it can be afforded, polished brass and shining steel, 
solidly mounted and forming a well-constructed and 
smoothly- working mechanism, are justifiable and 
profitable. The matter must not be overdone, but 
carried to the proper point, it indicates strength and 
ability on the part of the inventor and places him in 
a favorable position for negotiations. 

In the case of a mine, a quarry, a factory, a mill 
or other similar property, where power, massiveness, 
output or capacity are the essential features, the same 
regard to superficial appearance is neither necessary 
nor desirable. Effectiveness and system are the great 
desiderata in properties of this kind. A certain 
amount of roughness, massiveness, debris, grease and 
dirt are practically inseparable from the recognized 
conditions of production, and if not found, might lead 
to unfavorable deductions. The property must not 
convey the impression of having been "slicked up" for 
the occasion — at least to an unreasonable degree. It 
is expected that it will be put in the best possible con- 
dition of effectiveness, but anything beyond this is 
not desirable. 

For example, if additional funds are to be secured 
for a producing coal mine, a general cleaning and 
overhauling will probably be undertaken to prepare it 
for inspection. This is entirely proper and is expected. 
Engines, shafts, hoists, drifts, ventilators, cars, tipples 
and the various, other paraphernalia of the business 
should be placed in first-class working condition. If 
this is not done the effect produced upon those inspect- 
ing the mine would usually be distinctly unfavorable. 

If, however, instead of stopping here, the powers 
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in control went further and, for instance, painted all 
the woodwork a bright, unsullied white, reduced the 
culm heaps to pleasing geometrical proportions, at- 
tired the men in fresh white duck suits, and presented 
the breaker boys with clean hands and shining faces, 
the effect would be anything but happy. 

Of course the overhauling of such a property would 
never be carried to this ridiculous extreme, but it is 
a fact that it may be and very frequently is carried 
too far. Usually the proper point is the point of 
greatest effectiveness, but the conditions that will best 
evidence this, or be most effective in financing the 
property, will vary with the circumstances and with 
the character of the men who are to make the inspec- 
tion. At times the inspectors of a mine such as that 
considered will even prefer a slovenly appearance 
under the delusion that it indicates concentration on 
the main features of the industry, and shows that no 
time and attention are wasted on elegancies that might 
be devoted to the getting out of coal. On the other 
hand, the inspectors may be particular to the point 
of finickiness, and, if this is known in advance, the 
property should be prepared accordingly. Where the 
taste of the inspectors is not known, the safest plan 
is to put the property into first-class operative condi- 
tion and go no further. If this is done, the impression 
produced — if the inspectors are business men — cannot 
be very unfavorable or such as to stand in the way of 
business. 

Just how far the preparation of a property for in- 
spection may be properly carried, when such prepara- 
tion may possibly mislead, conceal or give a distinctly 
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false impression, is, at times, a difficult question. The 
salting of a gold mine, or the "colonizing" of tenants 
in an office building, is merely preparation carried to 
an improper extreme. Certainly any preparation that 
gives an absolutely false impression of the property 
or its possibilities is "beyond the pale." The fairest 
preparation would be such as would be made prepara- 
tory to a formal inspection of the property by an 
owner, a superintendent, or someone else familiar with 
its general features upon whom no false impressions 
would be attempted or be possible. Everything would 
be put in the best possible condition, but there would 
be no concealment, no attempt at imposition; defects 
would neither be suppressed nor exaggerated; the 
property would be exhibited at its best, but not as 
being better than its best. 

It is not, of course, to be expected that the parties 
interested in a property will specially emphasize its 
defects. On the contrary, it is expected that they will 
minimize them, and that the strong points will be 
emphasized. It is not expected, however, that they 
will deliberately attempt to suppress or conceal any 
materially weak points, and should they do so, it might 
later afford ground for very troublesome legal pro- 
ceedings. 

Sometimes this whole point is avoided, the parties 
owning or controlling the properties simply declining 
to make any representations or guarantees in regard 
to them, stating that the properties are there subject 
to inspection and for sale at the stated price; that the 
parties looking into them can conduct the inspection 
as they see fit and draw their own conclusions. This 
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"caveat emptor" position is not improper, but is sus- 
picious, and would in many cases be held sufficient 
ground for a termination of the negotiations. The 
parties investigating properties under any such condi- 
tions must look for and expect to find defects and bad 
points that do not appear on the surface. 

Even in case of a total disclaimer the party owning 
the property does not relieve himself of responsibility 
if it can be shown that he was in possession of material 
facts which could not be discovered save by accident or 
by an unusual investigation. Suppose, for example, 
that a new shaft sunk on the main vein of a mine 
shows that this vein pinches out, and that thereupon 
the owners quietly withdraw from the shaft and let 
it cave in or assist it in so doing, continuing their 
active work in the old shafts, which are apparently 
in a good heavy vein. They then oflfer the mine for 
sale, make no specific representations as to the property 
and leave the inspectors to discover the conditions if 
they can. Under these circumstances the owners — al- 
though they made no representations — are liable to 
any purchaser who buys on the supposition that the 
vein continues, just as they would be if they made 
a direct statement to this effect. They sold the prop- 
erty at its face value, but this apparent value was 
false, and if the owners can be shown to have knowl- 
edge of this fact, they may be held to account. 
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CHAPTER XXVI. 
THE PROSPECTUS AND OTHER PAPERS.* 



The presentation of enterprises falls roughly under 
two heads — public and private. The public presenta- 
tion is usually made by means of advertising, followed 
up by printed matter of various kinds. Its object is 
to reach a large number of people, and publicity is 
sought. The private presentation may perhaps reach 
a number of people, but it is more or less of a "still 
hunt," general publicity being avoided or looked upon 
with indifference. It is usually a personal presentation 
with printed or typewritten matter to reinforce or 
assist the personal appeal. The great majority of 
presentations are private, and for this reason the pri- 
vate presentation is given the gp"eater prominence in 
the considerations of the present and succeeding 
chapters. 

The prospectus is usually the leading documentary 
feature of a presentation, around which the others 
revolve. A good prospectus is an invaluable aid in 
financing an enterprise. A poor prospectus is perhaps 
worse than none. A strong presentation with a weak 
prospectus is practically an impossibility. On the other 
hand, a strong and artistic prospectus is a better cover- 
ing than even the mantle of charity for any minor 
sins of presentation. 

♦The limits of space compel a very brief consideration of the prospectus 
in the present volume. A more adequate treatment will be found in the 
author's forthcoming work, * 'Prospectuses ; Their Preparation and Use." 
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It may be noted that the use of the prospectus in 
private presentations is by no means invariable. En- 
terprises are sometimes financed without it, the verbal 
statements of the parties, coupled perhaps with a 
demonstration of the more material features of the 
undertaking, producing the desired financial results. 

The writer recalls an instance of this kind in which 
a very successful financing was conducted entirely on 
the "still hunt" basis, no prospectus being used and 
no papers employed save typewritten statements ex- 
hibited and kept in the office of the incipient company. 
In this case an expensive suite of offices was leased 
and handsomely furnished. A full corps of officials 
and selling agents were in attendance. These latter 
were men possessing considerable social gifts and some 
acquaintance which enabled them to reach men of 
position and means. 

No advertising of any kind was indulged in, but 
when the scheme was in operation one of these sales- 
men would quietly "tip" an acquaintance that some- 
thing good was being passed around and that he had 
better be on hand. Such an intimation rarely failed 
to excite interest, whereupon the victim was invited 
to accompany the salesman to the company offices. 
Here everything was on a due scale of subdued but 
substantial elegance. The enterprise had for its end 
the production of a certain material. Handsome sam- 
ples of this material were exhibited in various forms 
and numerous applications; mysterious hints were 
given of the great profits — ^mostly imaginary — being 
reaped elsewhere ; weighty names of interested parties 
were exhibited ; plausible statements were freely made. 
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and the general impression was created and well sus- 
tained that the opportunity of a lifetime was within 
reach and could by quick action be grasped and held. 

The whole presentation was artistic, not to say 
aristocratic, and was eminently successful. All the 
money asked for was secured, and the enterprise was 
duly launched. Its subsequent career was not as pro- 
ductive of results as was its financing, and the money 
invested in the enterprise was practically lost-— except 
as to the returns reaped by the promoters. 

Generally, however, the prospectus and its accom- 
panying papers are desirable. In many cases they are 
essential. They may perhaps be used merely to intro- 
duce the matter, or to reinforce and substantiate a 
verbal statement, or to follow up a personal presenta- 
tion ; or they may do the entire work. At some stage 
of the presentation they are reasonably certain to be 
required. 

It goes almost without saying that the prospectus 
should be neat and well arranged from a mechanical 
standpoint. It is true that the main and only end 
of the prospectus — as of the other presentation de- 
tails — is to excite interest and draw money into the 
enterprise, and that ever3rthing else — ^literary elegance, 
arrangement, appearance, style and even grammar and 
expression — are subservient to this one end. That is, 
without regard to anything else, that prospectus is 
best — within the limits of legitimate statement — that 
produces results, and all else must give way to this 
one object. It will generally be found, however, that 
the neatest and best arranged prospectus, both as to 
matter and mechanical make-up, is the one that does 
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produce the best results. A slovenly, sketchy, ill-ar- 
ranged prospectus, such as is too often presented, with 
important facts omitted or badly stated and unimpor- 
tant facts emphasized, weak in appearance and even 
weaker in matter, is an abomination quite sufficient 
in itself to condemn the most meritorious enterprise. 

If the parties presenting the enterprise are unable to 
prepare a suitable prospectus, they should by all means 
secure competent assistance. There are in all the 
larger cities men who make a business of preparing 
prospectuses and other commercial literature. They 
are usually good in their line and reasonable in their 
charges, and where any doubt exists as to the suita- 
bility of a prospectus, or as to what should be included 
in it, or as to its arrangement, style, etc., their assist- 
ance should be invoked. 

The cost of such work varies greatly with the char- 
acter and length of the prospectus, the standing and 
reputation of the writer, and the matter to be included. 
A good short prospectus of three or four pages would 
hardly be secured from one of these professional 
writers for less than $25 ; from this price it will range 
up to $50 or $100, as the length or difficulty of the 
prospectus increases. If the enterprise is important 
and the amount of work is large, the price may be 
much more. 

In most cases it is possible to tell about how long 
any particular prospectus should be, and to fix the price 
for its preparation before the work is undertaken. 
Wherever possible this should be done. Otherwise, 
with perfect good faith and proper charges on the 
part of the writer, the cost of the prospectus may, at 
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times, prove unexpectedly high — even to the point of 
embarrassment if funds are limited. 

Sometimes, however, it is impossilble to tell in ad- 
vance just what the length and difficulty of a pros- 
pectus will be, and then the matter must either be left 
to the honor of the writer — which is usually safe with- 
in limits — or a lump sum be agreed upon, or a price 
be fixed which is not to be exceeded. 

If in the hands of a competent man, the prospectus 
so prepared will be clean and attractive in appearance, 
interesting and effective as to manner and material, 
and written with a special view to the party or par- 
ties to be approached. In addition to the actual 
writing of the* prospectus, the men who do this work 
will usually suggest the other documents and materials 
necessary for an effective presentation, and give such 
other information and advice in the premises as may 
be necessary. This incidental help is frequently worth 
more than the price paid for the prospectus. When 
the prospectus is not to be printed, these writers will 
usually include in their price the making of a reason- 
able number of copies so that no additional expense 
need be incurred in this direction. 

If the prospectus is to be printed, the professional 
writer will, if desired, take charge of the whole matter, 
or in any case will suggest the style, the design, the 
paper to be used and the best material for cover, and 
will also correct proof and generally supervise and look 
after the matter until the prospectus is complete. 

It may be said here that in a private presentation, 
it is rarely necessary or even advisable to print the 
prospectus. To do so would, generally speaking, be 
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somewhat ostentatious and take away entirely that 
air of freshness — that pleasing suggestiveness of a 
"ground floor" basis — ^that should characterize and 
add to the attractiveness of the budding enterprise. 
For the same reason it is rarely advisable to reproduce 
the prospectus by mimeograph or other copying device. 
The ordinary business man is seldom deceived by any 
such device, and when a prospectus so duplicated is 
received, it at once suggests to him that the offering 
is being made generally, or, as it is styled in promoting 
circles, is being "hawked" — s, proceeding that at once 
relegates the enterprise to the lowest social circles of 
financedom. 

It is true that in some large matters of private 
presentation, and particularly where the presentation 
is being made by men of means, the prospectus is 
printed to advantage. Here it is known that the 
importance of the matter and the financial ability of 
the men behind it justify this usually unnecessary ex- 
pense. It does not then convey any impression of 
extravagance or of "hawking." It is also true that 
occasionally in the smaller enterprise the printed pros- 
pectus may be used with good effect. Usually, how- 
ever, such conditions do not obtain, and the prospectus 
should then be merely typewritten in a thoroughly neat 
but unostentatious style. Side or centre headings for 
subjects, wide spacing between paragraphs, good mar- 
gins, and any other devices that tend to make the 
prospectus attractive and its presentation clearer or 
more easily grasped are good. Red ink, capitalizing 
and underscoring are helpful if not carried to excess, 
but otherwise are worse than useless. 
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It may be said in passing that paper of legal cap size 
is usually preferred for prospectus purposes when the 
document is to be typewritten. This may have the red 
marginal ruling, found in much of the paper used for 
legal documents, if desired, though the plain paper 
is perhaps more generally used. Plain paper of letter 
size is not infrequently employed for the purpose, but 
a smaller sheet is hardly allowable — that is, such paper 
would ordinarily produce an unfavorable effect. What- 
ever the kind of paper used, it should be of good 
quality. A thin paper may be desirable at times, but 
its quality should be at least fair, and would better 
be first-class. Where carbon copies are taken, it will 
be obvious that they should not be given to important 
men. Such copies are entirely adequate for "office 
copies," and may, perhaps, be utilized for smaller or 
unimportant men, but to parties whose money, influ- 
ence or co-operation is specially desired, first copies 
only should be given. 

The general style of the prospectus will vary with 
the manner in which it is employed. It may be used 
as the principal or perhaps the only means of arousing 
interest in an enterprise, it may serve as a forerunner 
of a personal interview, or it may merely follow and 
reinforce a personal presentation. In the first two 
cases the prospectus must be prepared on the basis 
of attractiveness. It should be tasteful and even strik- 
ing in appearance, and interesting as to its subject 
matter. It must be arranged so that not only he who 
runs may read, but so that the runner — or otherwise 
the busy man — ^will want to read and avail himself 
of the opportunity then and there. 
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If, however, the prospectus is merely employed to 
follow up a personal presentation, the parties to whom 
it is presented are supposedly already attracted and 
interested, and the aim of the prospectus is then to 
give the most convincing and clearest possible state- 
ment of the whole matter, or of its more important 
points. In such case striking originality as to make-up 
and expression is not only unnecessary, but at times 
even irritating, making the essential facts more diffi- 
cult to unearth, and the prospectus should then be 
as plain, clear and direct as it can be made. There is 
no longer the necessity for making the prospectus 
striking and attractive in itself which existed in the 
first-mentioned cases. 

The beginning of the prospectus is important. For- 
merly almost invariably the prospectus of an incor- 
porated enterprise was headed with the organization 
data of the company, including the names of its officers 
and directors. At the present time the tendency is to 
relegate this very desirable information to a less con- 
spicuous position, on the ground that it is of no im- 
portance to the reader until after he has become inter- 
ested in the enterprise, and that the prospectus is better 
begun with some attractive matter of real interest that 
will seize and hold his attention from the start. 

This general idea is excellent. It must, however, 
be remembered that the "guinea pig" industry is not 
entirely a thing of the past, and that when a name is 
purchased with a great price it will hardly be hidden 
in small type and a remote corner of the prospectus. 
Also, not infrequently and with entire propriety, the 
names of those connected with an enterprise constitute 
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the Strongest feature of its presentation — ^the feature 
of most importance to those to be interested. In any 
such case the names cannot be given too great promi- 
nence, and they will naturally appear at the head of 
the prospectus. Also when the prospectus is to be em- 
ployed with parties who are already interested, a 
prominent position for the names is usually desirable. 

As a rule, however, and particularly in public pros- 
pectuses, the general principle that the document should 
be opened by matter of more material interest than 
organization data and official names, is entirely cor- 
rect. In the case of a printed prospectus, the whole 
difficulty is sometimes ingeniously evaded by printing 
the name of the company, capitalization, names of 
officers and directors, etc., on the inner cover page. 
There its position is almost as conspicuous as if placed 
at the head of the prospectus proper. It does not, 
however, interfere in any way with the strongest open- 
ing matter that can be devised. If the reader is inter- 
ested in these names and other organization data, they 
are at hand. If not, they do not distract his attention 
and he can plunge at once into the subject matter of 
the presentation. 

As to this subject matter of the prospectus, it should 
be clear, direct and logically connected. As far as 
possible the material should be interesting, but the 
main end to be attained is a strong presentation of the 
material facts of the undertaking, and irrelevant mat- 
ter should not be brought in merely for the sake of 
interest. All the important points of the enterprise 
must be included — ^unless some are purposely omitted 
or reserved for more effective presentation in other 
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ways. A clear view of the purposes, the scope and 
the particular advantages of the special enterprise 
must be given, and to do this the prospectus must 
touch with more or less fullness on all the important 
details. This should, of course, be done in an artistic 
manner, so that the reader will not only get a clear 
understanding of the why and wherefore, but get it 
from such a favorable standpoint and in so "attract- 
ing" a manner that he will be interested both in the 
enterprise and in its promoters, if possible, to the point 
of joining them. All through the prospectus this one 
vital point must be kept in mind — that its sole end 
and aim is to interest the reader in the enterprise and 
get him to invest his money. 

In a later chapter, entitled "The Investor's Ques- 
tions," is given a list of the vital points of an enter- 
prise considered from the standpoint of the investor. 
These, as will be observed, cover the field quite broad- 
ly, and include in a general way all the important 
details that should be introduced into the prospectus 
and be brought out by the general presentation. It 
is a matter to be decided, of course, in each particular 
instance, just how much of this information the in- 
vestigating parties are properly entitled to, how far 
into detail it is advisable to go, and what should be 
brought into the prospectus and what left for more 
private discussion. Speaking generally, most of the 
information called for — as far as the queries apply — 
and possibly even more, is pertinent and legitimately 
to be demanded by an intending investor. 

It will be understood that a public presentation is 
contemplated by "The Investor's Questions," while 
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a private presentation is more particularly considered 
here. This private effort may be merely prelimi- 
nary to a public presentation, or it may be the final 
presentation, sufficient money for the full develop- 
ment and operation of the enterprise being obtained 
without public appeal In either case the conditions 
are different from those of the public appeal and call 
for even fuller information. The parties now entering 
the enterprise come in on a much broader basis than 
does the general investor, perhaps supplying capital 
largely, possibly participating, or even taking over the 
management, and in any event joining the enterprise 
more as associates of those already concerned than as 
mere investors in its stock. They are usually supposed 
"to come in on the ground floor" — ^though this suppo- 
sition is frequently somewhat at variance with the 
facts — and to assist in the upbuilding of the under- 
taking, and they are entitled to know and will usually 
demand every important detail of the enterprise. 

In any event, every vital point of the enterprise 
should be included in the prospectus — unless presented 
in some other way — ^as otherwise not only is necessary 
information lacking, but it is a reasonable supposition 
that it has been suppressed intentionally. On the other 
hand the presentation should not be too full. Detail, 
if carried too far, is obscuring. Also some points may 
with propriety be omitted from the prospectus as not 
being vital, and as tending to give a wrong impression 
of the undertaking. 

As to the points that may be omitted from the pros- 
pectus, judgment is required. So much of the facts 
should always be given as is necessary to a fair esti- 
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mation of the real value of the enterprise, but, beyond 
this, prejudicial details are properly omitted. The 
public has been trained by long and costly experi- 
ence to expect that the favorable points of an enter- 
prise will be emphasized to the utmost and that un- 
favorable points will either be omitted entirely or be 
touched upon as lightly as the law and the conscience 
of the presenter will permit. If, then, a contrary 
policy is pursued, a distinctly false impression is likely 
to be given by the very effort to be fair. 

To state the matter briefly, the owners of an enter- 
prise are not justified in misrepresentation or material 
suppression, but they are entitled to such a presenta- 
tion as will exhibit the enterprise in a favorable light 
— the light in which it appears to its friends. They 
can therefore fairly omit non-essential details that 
would interfere with such a presentation. 

As to the termination of the prospectus, it may be 
said that here, as in any other case of salesmanship, 
the strongest appeal and most convincing arguments 
should be brought to bear. In other words, the sale 
must be clinched while the purchaser is still under 
the spell. 

This is one of the most difficult features of the 
presentation, and particularly of the public presenta-. 
tion, in which the influence of the salesman must be 
exerted at long range and through the medium of cold 
t)rpe. To excite an interest is not hard. With a good 
proposition well presented this interest may, without 
much difficulty, be worked up to the point of a desire 
to purchase. To change this desire into an active 
and reasonably fixed determination is very difficult. 
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It usually requires not only a strong, effective and well 
closed presentation, but facilities for prompt execution 
of the reader's resolve. Otherwise the whole impres- 
sion may be dissipated and lost. To this end, if the 
presentation is private, the party presenting the pros- 
pectus will probably close the matter in person. If 
the presentation is public, order blanks, return en- 
velopes and full instructions for remittance will pro- 
bably be enclosed with the prospectus. Nothing should 
be omitted in any case that will make actual subscrip- 
tion easier. 
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CHAPTiER XXVII. 

THE PROSPECTUS AND OTHER PAPERS. 
(Continued) 



When a public presentation is to be made the papers 
required are much the same as in a private presenta- 
tion. Because of the large quantities required, they 
will of necessity be printed. As a rule, the documents 
employed should be as few in number as will properly 
cover the facts to be made known. If a mass of 
printed matter is sent out to enquirers, as is frequent- 
ly the case, it prevents a clear, concise presentation, 
is confusing, and careful study is required on the part 
of the recipient to establish the connection between 
the numerous documents. A busy man cannot stop 
to do this; others will not take the trouble, and the 
general result is bad. 

For the same reason the text of the prospectus 
should not be too much broken up by the inclusion 
of extracts, papers or related matters. If copies of 
leases, option contracts, expert reports, etc., etc., are 
to be presented in close connection with it, these should 
as a rule come after the prospectus proper in the form 
of exhibits, reference perhaps being made to them in 
the text. They will then form part of the general 
prospectus and will be bound up with it, but will not 
break and weaken its argument. 
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This does not, of course, apply where an extract, 
a statement, or a document is so nicely in line with 
the general context of the prospectus that it continues 
and strengthens the argument, but only where it would 
break the connection and interfere with the general 
arrangement and appearance. Frequently when such 
closely related matters are brought into the text of 
the prospectus, they are printed in smaller type and 
the whole matter is so arranged that these inclusions 
may be easily distinguished and be skipped by the 
reader if he desires. In such case the general matter 
is arranged so that this can be done without losing 
the continuity of the presentation. 

The general style of the printed prospectus should 
always be good. The very ornate prospectuses occa- 
sionally gotten out in green and gold and other 
striking color combinations, with tinted ink, costly 
illustrations and a general disregard of expense, are 
not to be commended, unless required by the nature 
of the enterprise and the character of the people to 
whom they are to be presented. They savor of ex- 
travagance and suggest gold bricks. 

On the other hand, a prospectus on inferior paper, 
poorly printed, or poorly arranged, is even worse. It 
cannot be attractive, and therefore fails in the first 
essential. Almost invariably it will be found to fail 
in other important respects. Further, if those in 
charge of the enterprise cannot get up a clean-cut, 
attractive and business-like prospectus — both as to 
matter and manner — it is a direct and fair conclusion 
that their administration of the enterprise will be 
equally lacking. Such a prospectus therefore not only 
fails to attract investors, but actually repels them. 
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A good prospectus need not necessarily be an ex- 
pensive prospectus. It should, however, be tasteful, 
well arranged, and of live and attractive appearance. 
Good side or centre headings for subjects set off the 
prospectus, prevent a too solid appearance and are 
an assistance to the reader in grasping the logical con- 
nection. Illustrations, if they can be brought in to 
assist the text, are good and add materially to the 
presentation. If, however, the illustrations have no 
direct bearing on the subject, as is frequently the case, 
they are at the best useless and in some cases are 
actively detrimental, distracting attention from the 
main issue and thereby weakening the prospectus. 

A cut showing the beautiful scenery of the sur- 
rounding country would be irrelevant in a mining 
prospectus, as would also an illustration of the ancient 
method of curing rubber in a prospectus of a rubber 
plantation. On the other hand, in the mining pros- 
pectus a diagram of the workings of the mine or an 
illustration of an existing plant, or a cut showing 
timber reserves or water rights belonging to the prop- 
erty would be relevant, and, if impressive or attract- 
ive, or supplementary to the text, would be helpful. 
Also pictures of the warehouses or other buildings on 
the rubber plantation, or of the processes actually used 
or to be used in collecting, curing and shipping the 
material might be used to advantage in the prospectus 
of the rubber plantation. 

Sometimes irrelevant cuts are used for the mere 
purpose of breaking up and lightening a too solid text, 
but if appropriate illustrations cannot be secured, this 
is better accomplished by subject headings, paragraph- 
ing and other similar means. 
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The qost of printing a prospectus will vary greatly, 
from the few dollars expended for a single sheet pros- 
pectus of some small undertaking close at hand, and 
therefore not requiring a full exposition, up to the 
thousands of dollars expended in the preparation of 
the handsome mining prospectuses characteristic of 
such flotations. 

If a professional writer is employed to get up the 
subject matter of a prospectus he will usually advise 
as to the style and cost of printing. Generally his 
advice is good and his estimates reasonable. If, how- 
ever, he is a stranger to the parties for whom he is 
acting, it is well to get an estimate on the work from 
some outside printer for "checking up" purposes. 

A variance between the figures when sudi estimates 
are obtained, even though material, is not necessarily 
an indication of bad faith on the part of the prospectus 
writer or a proof of excessive charges. It may be that 
his printers are capable of producing better and more 
effective work, and therefore properly charge a higher 
price. Or it may well be simply a printer's mistake, 
or the result of different modes of estimating. Such 
divergences are not uncommon in practice and before 
a high figure is rejected or a low one accepted, the 
responsibility and artistic ability of the parties making 
the estimates should be investigated. Good work can 
not usually be had cheap and the best of prospectuses 
may be spoiled in the printing. 

In many cases, whether the presentation be public 
or private, the prospectus will be the only paper em- 
ployed. Generally, however, one or more other docu- 
ments are used in connection with it to make a com- 
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plete presentation. These additional papers will vary 
in niunber and nature with the conditions. 

Frequently, and in a public presentation almost in- 
variably, a letter to the party to be interested will 
accompany the prospectus. This may be either a fac- 
simile letter, as is usually the case in public presenta- 
tions, or a personal letter. This letter, if not too 
long, will almost always be read, and gives opportu- 
nity for a strong presentation of the most vital feat- 
ures of the offering, or of those features which should 
appeal most strongly to the particular party. This 
adds a personal element to the presentation that is at 
times very desirable and which could hardly be secured 
with the prospectus alone. 

At times in a private presentation the owners of 
an enterprise will not care to submit their financial 
proposition in the prospectus, or to present it at all 
until they know that the parties with whom they are 
negotiating are at least interested in the matter. In 
any such case the financial proposition will appear as 
a separate document only to be shown when clearly 
required. 

Many practical reasons may exist to justify such 
reserve. For instance, it may be of the greatest im- 
portance to the owners of an enterprise to secure a 
few thousand dollars of "quick" money. Perhaps 
some unexpected obligation has arisen and found them 
unprepared, or certain properties are perhaps to be 
purchased, or desirable options to be secured, or in- 
ventors to be subsidized, or something else of vital 
importance to be done and done quickly. The com- 
paratively small sum of money required may in itself 
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possibly increase the value of the enterprise many- 
fold. The owners are therefore willing to make al- 
most any concession to secure it, perhaps offering a 
good stock at twenty cents on the dollar, or even less. 

When the money for their immediate needs is once 
secured, however, the owners are in a totally different 
position and such sacrifices are no longer necessary. 
Then they may still wish to sell stock, but on a very 
different basis, perhaps at fifty cents on the dollar, 
or even at par. If, then, it is generally known that 
but a short time previously this very stock was offered 
at the heavy discount mentioned, investors, without 
regard to the real value of the stock, will be found 
very reluctant and perhaps entirely unwilling to pur- 
chase at the higher price now asked. This is an un- 
reasonable position on the part of the purchaser, for 
his investment should be made on the basis of the 
proposition as it stands, not as it stood at some pre- 
vious time, but as a matter of fact this would be his 
position if the conditions were known. It is therefore 
much better that any such conditions should not be 
generally known. 

Many other circumstances may arise under which 
it is advisable to reserve the financial proposition, 
and in any such case a general prospectus is first pre- 
pared, giving a forcible presentation of the enterprise 
as a whole and stating possibly the capitalization of 
the company, its organization and its purposes, but 
not going into the details of the financial offer. The 
sale of stock may perhaps be referred to in a general 
way, the statement being made that stock of the com- 
pany is to be sold to secure funds for working capital. 
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for the development of the property, for the purchase 
of machinery or for any other purpose that might with 
propriety be made public; or the precise object for 
which the money is to be secured might be covered 
and concealed by the very convenient phrase, "for the 
purposes of the company." 

Then, in addition to this general prospectus, a finan- 
cial statement is prepared. This is usually very short 
and much to the point. The principal features of the 
enterprise having been already discussed in the pros- 
pectus, need not be gone into. All that is necessary 
is the statement that so much money is needed, with 
usually a brief explanation of the purposes to which 
it is to be applied, and that so much stock is offered 
at such a price to secure this money. This financial 
statement is not given out with the prospectus, but 
only when the owners are convinced that the parties 
with whom they are negotiating are interested to an 
extent that justifies the" full presentation. 

The general financial details of the company, such 
as its capitalization, stock or funds in the treasury, 
property owned, etc., might go in either document 
with entire propriety. If included in the general pros- 
pectus, however, the essential features should be re- 
peated in the financial statement to avoid the necessity 
of consulting both documents for a full understanding 
of the financial proposition. 

Sometimes in connection with the main or general 
prospectus a brief preliminary statement will be found 
advantageous, serving as a "forerunner" to prepare 
the way for the prospectus. In many cases, if the main 
prospectus were presented first to a busy man he might 
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decline entirely to wade through it, or if he did read it, 
might do so in such a casual manner as to lose, misun- 
derstand, or fail to see the bearing of important and 
even essential features, and because of this possibly 
turn down a proposition in which he ought to be vitally 
interested. To prevent this — if it were suspected that 
such might be the case — a short digest or resume of 
the important features of the enterprise is prepared in 
a brief paragraphed form so that he who runs may 
read with much facility. This gives all the essential 
features of the offering in a condensed, logically ar- 
ranged and mentally digestible form, that can be taken 
in at a glance, — so much so that even a preoccupied 
man seeing it could not fail to get a fair idea of the 
enterprise and its bearing on his own affairs. If he 
were not interested, that would end the matter. If he 
were interested, the attack would be followed up by 
the more formal prospectus, or in such other way 
as the conditions demanded. 

In connection with the prospectus, such other state- 
ments, certificates, reports, assays, analyses, etc., 
should be secured or prepared as may be necessary 
to substantiate material facts. The ordinary facts 
affecting the enterprise, such, for example, as the ex- 
istence of convenient and plentiful supplies of water 
and fuel, distances from railroad stations, cost of la- 
bor, etc., etc., while they must be fully stated, do not 
usually require substantiation. Other facts, perhaps 
of no greater real importance, must be verified. The 
nature of the enterprise and the conditions will deter- 
mine what facts require such support. 

When an enterprise is presented involving the pos- 
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session of valuable realty, certified abstracts of the 
titles of this realty should be provided, with such other 
evidence as will show its ownership. If the property 
is held under option, the options themselves, or cer- 
tified copies, should be at hand. Or if the property 
is held in whole or in part by franchise, lease, govern- 
ment patent or similar title, either the original docu- 
ments evidencing the ownership of the property, or 
duly certified copies should be provided, or be readily 
accessible. In case of any doubt or possibility of doubt 
as to the validity of any important feature of such 
titles, the formal written opinion of a reputable and 
qualified attorney will be found of much weight and 
advantage. 

In case of an invention, the original patent papers, 
together with verified copies of any assignments, con- 
tracts or agreements in point should be procured. A 
statement of any interferences encountered in the 
course of the original applications is pertinent, and, 
if these have been successfully overcome, gives an 
element of strength. In any case such a statement 
will be of assistance to those investigating the inven- 
tion, enabling them to determine the better as to 
its scope and the liability of interference or competi- 
tion when it is placed on the market. The opinion 
of the patent attorney through whom the patents were 
secured, as to the novelty and merit of the invention 
and the strength and value of, the patents, is, if favor- 
able, a very helpful feature. If the patent has been 
involved in any litigation, the fact is of much impor- 
tance and should be set forth in detail. 

It is to be noted in this connection that an "unad- 
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judicated" patent is looked upon doubtfully in com- 
mercial circles. The fact of its allowance is, of course, 
a favorable indication. It is not, however, in itself 
conclusive evidence of a monopoly or even of an ex- 
clusive right in its own particular field. It may be 
found that the patent rights are gfreatly restricted or 
even practically abrogated by similar inventions then 
existing, or perhaps conflicting patents may appear 
later. All that the unadjudicated patent proves is that 
in the opinion of the patent office the invention in 
question is a "new and useful improvement" and does 
not, as far as the examiners can see, conflict with any 
other new and useful improvement then patented or 
in course of application. The owners of some prior 
patent may be of a different opinion, or the owners 
of another conflicting invention may appear later with 
claims of priority, or patents may be granted to other 
similar inventions which subsequently appear. These 
possibilities — and they are very real possibilities — 
cannot be foreseen with any certainty. 

In any of these cases, the courts must be appealed 
to and their decision prevails. The patent may, of 
course, be upheld in every claim. The courts may, 
however, decide that the patent office officials were 
in error in granting a patent and the whole thing be 
wiped out. Or perhaps they may decide against some 
important features of the patent, or decide that these 
features were not properly patentable, and thereby 
destroy the supposed monopoly. 

This being true, patents are regarded as of question- 
able value until they are seasoned by a considerable 
period of uninterrupted enjoyment, or until their status 
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is determined by competent adjudication. Therefore, 
when patents form part of the presentation, every 
feature that will in any way strengthen them should be 
brought forward and emphasized. 

If an enterprise is in operation and actually paying 
its way, and perhaps making profits, or if, in other 
words, it has reached the very desirable condition of 
a going concern, this condition will naturally be made 
one of the strongest of the whole presentation. It 
shows that the enterprise has been carried beyond the 
experimental stage, proves its commercial value, and 
presumably indicates that its future and more profit- 
able operation is merely a matter of sufiicient funds 
and good business management. Everything, then, 
that bears on this feature should be brought out with 
the greatest possible strength and clearness. If the 
enterprise has been profitable for a number of years 
past, a statement should be prepared showing the re- 
ceipts, expenditures and net profits for each year ; and 
if the profits have been increasing each year, the fact 
is significant and important and the presentation should 
be so arranged as to bring it out very clearly. Such 
a statement, if presented to strangers, should either 
be verified by the certificate of an auditor, or perhaps 
of the bookkeeper or owner of the enterprise, or other- 
wise the books and records should be at hand to be 
referred to in case of need. The nature of the trade 
or operations from which this profit is derived should 
usually be explained in detail, and the reasons for be- 
lieving that the revenues derived therefrom can be 
increased and the methods of doing this are relevant 
and important. A few figures scratched down in a 
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note book may be a sufficient statement of business 
operations for a preliminary discussion or for a pre- 
sentation among close friends, but are utterly inade- 
quate for anything more formal. 

If the property or undertaking has undergone ex- 
pert examination, the report of the experts will, of 
course, form an important part of the exhibit and 
should be gotten up in the best possible shape. No 
matter how good the report, if it is untidy, badly ex- 
pressed and poorly arranged, it will lose half its weight 
even though signed by a competent man — if a com- 
petent man would sign a report of the kind. If in 
addition to this, as is sometimes the case, the signa- 
ture of the expert is omitted entirely, or put in with 
a t)rpewriter on the supposedly original copy, the re- 
port is worse than useless. It shows incompetency in 
the expert and in his employers, and should justly 
discredit both the undertaking and its presenters. 

Any contracts or agreements relating to the prop- 
erty or enterprise, or to its operation, should, of course, 
be available, either in the original or in certified copies, 
and, generally, every essential feature of the enter- 
prise should not only be presented, but if it can be 
strengthened by outside statements, opinions or elabo- 
rations, should be so strengthened to the utmost. All 
these precautions may not be necessary, but it is im- 
possible to tell in advance just what will be demanded 
and when, and as a matter of good business prudence 
the entire ground — as far as may be without undue 
expense or trouble — should be fully covered. 
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CHAPTER XXVIIl. 

THE PRESENTATION. 
Private or Public. 



Whether the presentation of a particular enterprise 
will be private or public is determined by the condi- 
tions. If the undertaking is not large, or but com- 
paratively few persons are to be interested in it, the 
presentation will naturally be private. If the under- 
taking be too large for a few persons to carry, or if 
for other reasons a number of persons are to be inter- 
ested in it, the presentation will as naturally be public. 

A public presentation is costly, requires much skill, 
experience and preparation and its conduct is difficult. 
A private presentation, on the other hand, is simpler, 
less expensive and usually more within the scope of 
the owner's or promoter's abilities. Then but a few 
men are to be dealt with, the formalities are simple 
and the presentation may be made on such scale and 
with such expense or lack of expense as the parties in 
charge see fit. 

The public presentation must of necessity be used 
in whole or in part for the very large financings char- 
acteristic of modern industry. It is also used very 
generally for conservative enterprises of a semi-public 
nature, such as banks and trust companies. It is much 
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used in financing the larger speculative enterprises. It 
is not adapted, however, for the ordinary enterprise 
of a conservative character, as such an undertaking 
will neither bear the expense of a public presentation 
nor afford any adequate basis for the extravagant 
claims and representations usually deemed necessary 
to secure the smaller public subscriptions. The private 
presentation is, then, for most enterprises clearly and 
unmistakably indicated. 

In some cases, however, the character of the enter- 
prise, or the conditions surrounding it, or the results 
desired, are such that it may be presented by either 
method, and then the two must be weighed and that 
method selected which offers the greatest benefits for 
the particular presentation. 

The advantages of private presentation have already 
been briefly stated. Its expense is light, its conduct 
is within the ability of the ordinary promoter and the 
whole thing is "manageable." A private presentation 
is, however, sometimes objectionable from the very 
fact that it is made to a few men. These few men 
feel that they are putting in the money that makes 
the enterprise and that they should be rewarded in 
accordance with the importance of their part. Their 
ideas of the importance of this part are apt to be 
liberal. It is but seldom that they accept the owner's 
proposition as it is made. On the contrary, they in- 
vestigate with care, determine the merits and value 
of the enterprise, estimate just how much money is 
required, ascertain perhaps the personal necessities of 
the owners or promoters, and the firmness with which 
these latter hold the enterprise, and then, in the light 
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of this knowledge, make a counter proposition which 
is very different from the one made to them. 

At times when the enterprise is exceptionally at- 
tractive, or is of a very solid nature, and is firmly 
held, money may perhaps be secured from strong 
financial men on the terms proposed by the owners, 
sometimes even when these terms are really unrea- 
sonable. Such conditions are, however, unusual, and 
as a rule the parties owning or controlling an enter- 
prise must expect to meet the demands of the men 
with money and this usually involves parting with 
the control of the enterprise in exchange for the money 
required. A number of people may, it is true, be 
appealed to by a private presentation, but at the best 
the number reached cannot be large and the difiiculties 
of securing money on the owner's terms still exist, 
though perhaps in a less degree. 

If, then, the parties owning the enterprise are not 
themselves financially strong, but still wish to retain 
absolute control of the enterprise, or desire to conduct 
it without dictation or interference from the men who 
put in the money, they will usually be forced to make 
a more or less public presentation. 

It is to be noted that a public presentation usually 
contemplates a large number of small contributions. 
Some of the enterprises financed in whole or in part 
by public presentation, such as banks, trust companies 
and the great industrial enterprises and combinations, 
expect and secure large individual subscriptions, but 
the usual speculative enterprise, though requiring a 
large amount in the aggregate, appeals for and expects 
to secure but a small amount from the individual sub- 
scriber. 
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The success of such an appeal depends upon the fact 
that there is a very large class of people of moderate 
circumstances to whom the disposition of their sav- 
ings is a matter of much perplexity. Usually, though 
not invariably, these savings are small in amount. 
Something must, however, be done with them. To 
hoard them at home is unsafe and extravagant. They 
should be out working for their owners and bringing 
in a more or less adequate return, but how to put them 
out safely and profitably is a difficult problem. The 
modest three or five per cent, of the ordinary con- 
servative investment is not attractive. Then, if these 
people can be convinced that an enterprise is reason- 
ably safe and that by investing therein they will secure 
at least eight or ten per cent., with good prospects for 
much larger returns, and with perhaps a doubling or 
trebling of the original investment meanwhile, their 
money is apt to be contributed with freedom. 

Obviously under these circumstances money may be 
obtained on better terms for the owners of the enter- 
prise than would be the case in the usual private pre- 
sentation. A man putting in perhaps $ioo in an enter- 
prise calling for hundreds of thousands is a small fac- 
tor. Usually he recognizes this and neither expects nor 
receives special consideration. The proposition framed 
by the owners of the enterprise is made to him to be 
accepted or rejected as he sees fit, but in either case 
without modification. If he likes the offered enterprise 
he may invest; if he does not, he can let the matter 
alone. If he decides to invest, he pays his money and 
then goes on about his more immediate and important 
private business, leaving the managers of the enterprise 
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to run it as. they see fit. If they do this with even rea- 
sonably honest and able management, there is little 
fear of interference on the part of the stockholders. 
These latter want profits, but beyond this do not con- 
cern themselves with the conduct of the company. 
The managers have practically a free hand. 

So far the advantages of the public presentation 
are patent. Better terms and greater freedom of 
management are secured than would usually be possi- 
ble in a private presentation. On the other hand, as 
each subscription is small, and as each subscriber must 
be worked up individually to the pitch of investing 
his small quota, extensive, expensive, continued and 
able work must be done to accumulate the large total 
amount required. Also in case the enterprise is not 
profitable,, or but moderately so, the inquiries and 
importunities of these numerous small stockholders 
are often annoying. Even when successful the large 
number of stockholders with their individual stock 
certificates, frequently transferred, and with the neces- 
sary notifications of meetings, payments of dividends, 
etc., etc., involves much bookkeeping and complexity 
that would otherwise be unnecessary. 

The advantages of the public financing are, how- 
ever, clearly marked, and where they are indicated 
by the nature of the enterprise, or desired by the 
parties in control, are easily sufficient to overbalance 
the incidental disadvantages. 

The public presentation is especially adapted and 
is commonly used for speculative enterprises in which 
the risks are excessive and the rewards in event of 
success are proportionately large. Particularly is it 
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employed in those speculative enterprises in which 
not only are the risks desperate but the basic enter- 
prise is of doubtful merit and the surrounding con- 
ditions are of equally uncertain commercial avail- 
ability. 

For instance, a promoter secures control of a mining 
prospect. It is located in some remote part of the 
West, is undeveloped, unequipped and of more or less 
uncertain value. The promoter is not an expert in 
mining and has no money to develop the scheme 
himself. 

If in such case the promoter took his enterprise 
to men with money, they might possibly go in with 
him, but if they did, would not only take the lion's 
share of the profits, but absolute control of the enter- 
prise as well. They would put in only enough money to 
determine the value of the prospect and devote all 
these funds to development on an economical and 
conservative scale. The promoter would neither con- 
trol nor cut any great figure in the undertaking. 

This would not suit the average promoter and he 
would probably resort to a public presentation. He 
must then raise sufficient money for advertising, print- 
ing and office expenses. If he cannot do this from his 
own resources, he must appeal to someone else for 
funds. The party advancing the money in such a case 
would, however, look for profits from the sale of stock, 
not from the development of the prospect, and the 
promoter would therefore get his money on very 
different and much better terms than if he offered the 
mine itself. He would also keep the control. 

Having secured this first money, the whole matter 



Digitized by VjOOQ IC 



THE PRESENTATION. 3O9 

is then one of presentation. Handsome offices are 
rented, the promoter's imagination and the country 
surrounding the "mine" are ransacked for "facts," 
attractive advertisements are printed, glowing pros- 
pectuses are put forth, a company is organized with 
a million or so of capitalization, stock is issued and put 
on sale at a few cents a share, and the campaign is on. 

If the presentation is good the promoter's troubles 
will now near their end. The smaller investor cannot 
really investigate the offering. He must judge of the 
enterprise almost entirely from the facts supplied him, 
and as these facts are furnished by the promoter, they 
are apt to be very favorable to the enterprise. Also 
the astonishing opportunity to secure dollar shares at 
a few cents each always seems attractive, and if the 
promoter is really skilful in his work, subscriptions 
will begin to flow in. If he is not skilful the promoter 
will probably have a great deal of trouble in meeting 
bills about this time, and the "bright and halcyon 
beginning" will end suddenly and decisively. 

If successful the money secured is drawn upon for 
the promoter's compensation, for the payment of office 
and general expenses and for the continuance of the 
advertising work. Any balance is devoted to the de- 
velopment of the prospect. This work is duly heralded 
as an additional inducement for prompt investment 
before the always expected wonderful strike has been 
made and the price of stock thereby raised. 

Not only does the smaller investor find it impossi- 
ble to investigate an offering of this kind closely, but 
it is equally difficult for him to maintain supervision 
over the progress of the enterprise thereafter, and the 
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promoter is practically left in complete control. Also 
in case of disaster to the enterprise, whether from 
mismanagement or even from fraud, the promoter's 
position is again as desirable as it could be under 
such unfortunate circumstances. Each stockholder is 
but one of many and has but a small amount at stake, 
and lacks not only sufficient incentive, but usually 
the knowledge and ability to enable him to either re- 
cover his lost investment or bring punishment on the 
heads of the offenders. Nor, as these small stock- 
holders are almost invariably widely scattered, is there 
any likelihood of concerted action against the manage- 
ment. 

It is easily seen that no single stockholder having 
ten, twenty-five or even one hundred dollars invested 
in an enterprise located some hundreds or thousands 
of miles away, could afford to employ lawyers and 
institute legal proceedings to protect or recover his 
investment. Nor would it be any more profitable or 
practical for him to hunt up his scattered fellow stock- 
holders and unite them in opposition to or prosecution 
of the parties in control. Either plan would involve 
him in expense, largely in excess of his personal in- 
vestment, and would be literally throwing good money 
after bad. 

Under these conditions, even in case of actual fraud, 
no action of any kind is usual. The stockholders 
protest as vigorously as their ability as correspondents 
and their distance from the scene of action will permit, 
and when this proves ineffective, pocket their losses 
and of necessity charge the whole matter up to ex- 
perience. No one else is in a position to act or has 
any reason for acting, and the whole matter drops. 
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The light-fingered gentry of the financial world are 
well aware of the possibilities of these conditions, and 
as a matter of fact hundreds of thousands of dollars 
are secured from the smaller investors of the United 
States every year by absolutely fraudulent presenta- 
tions. But little if any punishment is ever inflicted 
upon these offenders. The swindlers who operate 
these schemes know just how far they can safely go, 
and when that point is reached the "time for disap- 
pearing" has arrived and they are no longer in per- 
sonal evidence. 

An interesting case of the kind came under the 
writer's observation some years since. A ''gentleman" 
evidently versed in the industry originated and pro- 
ceeded to put in operation a plan for providing homes 
for people of moderate means by a series of small 
payments — a modification of the building association 
idea. The association was to be national in its char- 
acter and build homes for its members in any part 
of the United States. The payments were absurdly 
inadequate and long drawn out, and just how they 
were to pay for the promised homes was not made 
quite clear. The company was, however, in some 
mysterious way to perform the part of fairy god- 
mother, and this seemed to be satisfactory to all par- 
ties. The general idea was attractive and sufficiently 
plausible to gain the confidence of people not used to 
financial calculation. 

The scheme was advertised well and extensively 
and responses were numerous. Also the majority of 
those who responded, including some who apparently 
came to scoff, remained to be preyed upon, and large 
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amounts of money were secured by the promoter of 
the scheme. 

The details of the undertaking were ingeniously 
arranged and it was extremely difficult to prove that 
it was fraudulent — the more so because of the further 
ingenuity of its promoter in explaining, evading and 
keeping out of the way of enquirers. Complaints were 
frequently made by those investing money, and time 
after time the Government post-office agents were 
called upon to investigate. In every case they were 
met and baffled by the suave explanations and pro- 
testations of the proprietor of the scheme. This was 
backed, when it became absolutely necessary, by an 
offer to refund the money of the complaining party, 
and for nearly two years the swindle prospered un- 
checked. 

Finally the postal authorities became impatient and 
issued a fraud order forbidding the delivery of mail. 
This effectually cut the promoter off from the profits 
of his scheme. It also as effectually shut his victims 
off from the promoter. Their letters were returned un- 
opened, advertising ceased, the promoter promptly dis- 
appeared and the incident was closed. No prosecution 
of the guilty party ever took place or was even attempt- 
ed. For a time the promoter's nearby contributors call- 
ed at his former office address for information, but he 
was gone — no one knew his whereabouts or could tell 
anything about him, and the visits soon ceased. The 
loss to the victims in this case will never be known 
— except in the very improbable event of a confession 
from the promoter — ^but they undoubtedly ran far up 
into the thousands. 
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In swindles of this kind the promoters generally 
spend a decent interval in semi-retirement after their 
enterprise is closed by the action of the authorities, 
then emerge under some new name, rent offices in 
a new location, and come out with another plausible 
scheme to relieve the same or other victims of their 
accumulated earnings. 

The numerous swindling enterprises of this general 
nature are particularly contemptible as defrauding the 
smaller investors who have no adequate means of 
protection — save by a strict avoidance of the field of 
investment — and to whom the loss is nearly always 
a matter of suffering or deprivation. They also have 
a very unfortunate effect on the whole system of 
financing by public presentation. It is hardly to be 
expected that the ordinary individual can discern be- 
tween the glowing statements printed by a concern 
that is financing a legitimate undertaking, and the 
still more glowing statements printed by a concern 
which is financing a fraud. As a consequence, the 
smaller investors are suspicious of all enterprises seek- 
ing their money by public presentation, and the work 
is rendered far more expensive, difficult and meagre 
of results than would otherwise be the case. It is 
therefore a matter of peculiar gratification when swin- 
dlers of this t3rpe are caught in the meshes of the law 
— as does occasionally happen — and reap the proper re- 
wards of their misdeeds. 
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CHAPTER XXIX. 

PRIVATE PRESENTATION. 
Among Friends. 



When an enterprise is to be financed by private 
presentation, the promoter — the term as used here in- 
cluding anyone actively interested in the financing of 
an enterprise — ^must decide whether to appeal to those 
with whom he is in personal touch, such as friends, 
associates or acquaintances, or to strangers. Speaking 
generally, whenever the conditions will permit, the 
presentation is best made to friends, for a man should 
possess a standing and reputation among his acquaint- 
ances which is established with difficulty among 
strangers, and he should therefore secure money at 
home with an ease not to be found elsewhere. 

The promoter should, however, be very sure that 
the enterprise presented among friends is a sound one. 
Friends will go into the enterprise largely because of 
their confidence in the promoter. They do not scruti- 
nize his offering so closely as that of a stranger, they 
invest more freely, and naturally they demand a special 
consideration and protection not accorded to those 
actuated purely by business motives. Then, if the 
enterprise is not a success, these friends feel that their 
confidence has been abused, and display but little 
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charity for the promoter. If in addition it turns out 
that the enterprise was not even an ordinarily sound 
one, but involved more than the usual business risk, 
the promoter's position is indeed unhappy. Not only 
will his business standing be affected, but his social 
relations as well, and unpleasant suggestions of im- 
proper management or even of fraud may be whispered 
about. 

The conditions are, of course, different when the 
promoter's friends go in with a full understanding 
and express recognition of the risks involved. In that 
case they have no real ground for complaint in case 
of failure. Even then, however, there will be trouble. 
The promoter cannot perhaps be openly blamed, but 
his judgment is discredited, his business standing is 
injured, and the general effect is far from good. 

An unsuccessful enterprise, it is true, is liable to 
make trouble for its promoter, no matter whether 
floated among friends or strangers. Among strangers, 
however, failure, while still unfortunate, is neither so 
unpleasant from a personal standpoint nor so injuri- 
ous from a business point of view. Among friends 
it may perhaps involve the promoter's whole business 
career. Among strangers it certainly does not en- 
hance his reputation and prospects, but it is not apt 
to be so disastrous. Strangers expect fair dealing, 
but nothing more, and in case of failure the promoter 
will meet with a much fairer and more dispassionate 
judgment among these strangers than he would among 
his own friends, and — ^provided only that it is an 
honest failure — can retrieve it more quickly. 

Also it is to be borne in mind that the supply of 
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friends is limited, while the reserve of strangers is 
inexhaustible. Therefore, if any risks beyond the 
ordinary are to be taken, it had usually best be among 
these strangers where the loss of a few or even a score 
from among the promoter's clientele is a matter of 
no great moment, and where a failure is not so far- 
reaching in its consequences. 

Financing among friends, if the conditions are right, 
is of the easiest possible. The enterprise must be 
suitable, the proposition fair, the friends must have 
money to invest, and the promoter possess their con- 
fidence. Given these conditions and the promoter may 
go quietly round among a few of these friends, pre- 
sent the matter to them and get his money. A pencil 
and a few scraps of paper take the place of a pros- 
pectus; the personal argument does the rest. The 
usual difficulties of financing do not exist. 

For instance, the captain of a New York harbor 
towboat sees a chance to buy a tug and start in busi- 
ness for himself. He lacks a few thousand dollars 
of the amount required and undertakes to raise this 
money among his friends. He is known by these 
friends as an honest man and a safe and successful 
captain. His campaign for capital is simple. He 
usually has a shrewd suspicion as to where his money 
may be found. After supper some fine evening he 
lights his pipe, puts on his hat and goes after it. A 
brief explanation, a few pertinent figures and state- 
ments, and a very simple proposition constitute the 
entire presentation. A few friendly calls will probably 
give him all the money he requires. 

The same easy-going method is much more fre- 
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quent than would be supposed in the circles of "high 
finance." Not uncommonly some "captain of indus- 
try" or other man of business rated up in the hundreds 
of thousands or millions perhaps, will take up an at- 
tractive enterprise, and with nothing more elaborate 
than a lead pencil, a note book and the natural advan- 
tages of his position will, in a few hours' time, finance 
it among his business associates to the extent of tens 
and even hundreds of thousands of dollars. Occa- 
sionally the formality of a personal visit is dispensed 
with and the whole matter is settled over the telephone, 
the promoter not even leaving his office. Legal as- 
sistance, formal adjustments, and well-drawn contracts 
may later conclude and fix the negotiations, but the 
matter is settled for all practical purposes before these 
formalities are reached. 

To illustrate the general ease of securing money 
among friends when the conditions are favorable, the 
case of a young and very successful firm of neckwear 
manufacturers may be instanced, who some years since 
incorporated their business. There were but two in 
the firm, and while they did not need more money 
in the business, they did need another incorporator 
in order to comply with the requirements of the law. 
A friend was asked to act and willingly agreed. The 
two parties thereupon not only made this friend pay 
the full par value of the few shares of stock which, 
as an incorporator, they were forced to let him take, 
but absolutely refused his rather urgent request for 
a larger allotment. They could have secured any 
reasonable amount of money from him and from other 
friends for the mere asking. 
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Offhand financing such as instanced is not uncom- 
mon and it may be laid down broadly that when a 
good business man presents a meritorious enterprise 
to friends who are in a position to invest, he will, if 
his proposition is fair, get all the money he needs. 
These are the most favorable conditions for financing, 
and just as they are departed from, so does the diffi- 
culty of financing increase. 

Usually some of these conditions are lacking, or 
exist only in incomplete form. Possibly the promoter 
himself may not be looked upon with entire confidence. 
Possibly he may have the complete confidence of his 
friends, but the enterprise will be looked upon with 
doubt. Possibly both the promoter and the enterprise 
are all right, but the stringency of the money markets 
makes financing for the time impossible, or perhaps 
the financial condition of the particular friends is such 
as to make it inadvisable for them to invest. 

If the party himself is an obstacle, either on account 
of his personal character or because of his doubtful 
or unproved business ability, the situation is difficult. 
Then, if the enterprise is to be financed among those 
who know him, the promoter must resign himself to 
the loss of its control, placing its management in the 
hands of men who command the trust his acquaint- 
ances refuse him, or else must place this control di- 
rectly in the hands of the acquaintances themselves 
so as to insure them against any mismanagement or 
improper management on his part. 

If the enterprise itself is looked upon with doubt, 
the promoter's ingenuity will be taxed to remove the 
unfavorable impression. He must then be prepared 
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to demonstrate the safety, the suitability and the profit- 
able nature of his enterprise. Knowing the situation 
he should be able to do this with more or less con- 
clusiveness. If he cannot, the enterprise is not one 
that he should have presented to friends at all. 

If the difficulties in the way are financial, the pro- 
moter will be governed by conditions. If the parties 
approached actually have no money to invest, the 
matter, of course, ends right there as far as they are 
concerned. If it is merely that the times are hard 
and the parties appealed to are doubtful whether they 
can spare money for investment, it then becomes a 
matter of presenting the enterprise so persuasively that 
their reluctance shall be overcome, or of delaying its 
financing until times are better, or of approaching 
other people. 

The method, when presenting an enterprise among 
friends, will vary greatly with the conditions. Natu- 
rally, other things being equal, the immediate friends 
of the promoter will be approached first. If the enter- 
prise be in a line of business with which they are 
familiar, probably no prospectus will be required, a 
brief written or even verbal statement of the enter- 
prise, showing its condition and the amounts involved, 
answering all requirements. As the circle widens, 
however, and the presentation is made to more remote 
friends and acquaintances, more formality must be 
observed, until finally the ordinary presentation is 
reached, with its prospectuses, estimates, statements, 
etc., etc. 

Usually when an enterprise is presented to friends, 
if these latter are not able or do not care to invest. 
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or are unable to contribute the full amount them- 
selves, they will suggest or introduce friends of theirs 
who are likely to be interested. In this case the "basis 
of confidence" possessed by the introducing friend is 
transferred to and enjoyed by the promoter, and he 
can work amongst these friends of his friends — who 
are now his — ^to almost the same advantage that he 
can among his own personal associates. Or friends 
may act directly as agents for the promoter and get 
money for him, perhaps from a merely friendly in- 
terest or perhaps to earn a commission. Either motive 
is proper and entirely legitimate. 

Frequently in the presentation of an enterprise at 
home, local personal pride or interest may be appealed 
to with much effectiveness. If the place be a small 
one and the enterprise of importance to it, as a local 
sawmill, a foundry, a newspaper or an opera house, 
the advantages accruing to the town from its estab- 
lishment may be used as arguments for subscription. 
Possibly the matter is one of convenience to the resi- 
dents, or something that will attract new residents, 
or perhaps place the town ahead of some neighboring 
and competing village, or it may be that it merely 
advances the general importance and prosperity of the 
place. Any or all of these facts may be used as legiti- 
mate and effective means for securing funds. The 
field is one that offers much scope for ingenuity, not 
only in the discovery of advantages to be derived from 
the proposed enterprise and the use of these dis- 
coveries as a means of securing subscriptions, but also 
in the disposal of objection^ that will almost certainly 
arise. 
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For instance, a sanitarium may be proposed by the 
local physician of some healthful mountain village. 
The establishment of such an enterprise will bring 
numerous patients, who are generally people of means, 
to the sanitarium. Supplies will be purchased in the 
town, work will be provided in the erection of the 
buildings, employment will be afforded for the in- 
habitants in and about the sanitarium. Also frequent- 
ly the patients will be accompanied by friends who 
must take up their residence in the village, and the 
money brought in by the patients and their friends 
will add materially to the prosperity of the place. All 
these facts are material and important and should be 
strong arguments in a campaign for local subscriptions 
to the enterprise. 

On the other hand, opposition to the plan may 
develop on the part of property holders who fear that 
the presence of the invalids at the sanitarium and their 
travelling to and from the village may have a very 
harmful influence on the price of realty and tend to 
check the growth and reputation of the place. This 
is at times a very real and serious objection, particu- 
larly if the sanitarium were for patients suffering 
from tuberculosis, and could only be overcome by 
tactful work on the part of the promoter. He might 
show in the first place that the possible injury from 
this source was greatly overestimated, that the loca- 
tion selected for the sanitarium was too far from 
the village for it to have any direct effect, and that 
the sanitarium could have a name of its own to more 
effectually separate it from the village, and finally that 
the possible dangers were completely overbalanced by 
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the advantages that would accrue from the establish- 
ment of the sanitarium as proposed. 

If the enterprise appeals to or will benefit any parr 
ticular industry or line of business, that fact may be 
used to advantage. If a bank is to be started, the 
merchants and manufacturers of the place who will 
find the bank a convenience should be easily induced 
to render it their support. Or if a coal mine is to 
be opened, the local railroad which will benefit by its 
shipments may possibly be induced to assist — not in 
the very dubious way that seems to prevail with some 
of the great coal roads of the East, but on the basis 
of good hard cash subscriptions, or perhaps in the 
way of sidings or other shipping facilities. Or fre- 
quently a banker will subscribe to an enterprise which 
promises deposits for his bank. Or if a grain elevator 
is to be established, the farmers of the neighborhood 
who will advantage by its erection may be interested. 
Or a creamery which opens a new market for their 
milk will appeal very strongly to these same farmers, 
and on any reasonable basis will almost invariably 
receive their support. 

This should also be the case with distilleries for 
the production of denaturized alcohol. The plants for 
the production and preparation of this alcohol demand 
too large an investment to be within reach of the 
individual farmer. They are, however, easily possible 
by co-operative effort, and open a new and very profit- 
able avenue for the disposal of large quantities of the 
farm products, which are now of but little if any 
value. 

Also very frequently the offer to some special person 
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of a position in the new enterprise will be a potent 
means of securing contributions. This should not, 
of course, be done to the injury of the enterprise by 
the installation of inefficient officials, but properly used, 
is a strong and legitimate inducement for either direct 
or indirect subscriptions. If a desirable opening is 
offered a young man who is looking for a position, 
or who wishes to better a position already held, the 
oflFer being conditioned on a subscription of some fixed 
amount to the enterprise, the subscription — if the con- 
ditions are at all favorable and the amount within 
reason — is very apt to be forthcoming. If the young 
man cannot subscribe himself, he will convert himself 
with much promptness into a very active and inter- 
ested agent of the enterprise, and some relative or 
friend can usually be found to help both the young 
man and the enterprise by making the requisite sub- 
scription. Or the assistance of an influential man can 
sometimes be secured by the oflFer of a position, such 
as the presidency or treasurership, or some other ad- 
vantageous connection with the new enterprise. Con- 
versely, the mere eflfect of having some specially 
prominent, able or influential man connected with the 
enterprise is at times of suflScient importance to justify 
the oflFer of a remunerative or advantageous position. 
Such men give solidity to the undertaking, create 
confidence in its future and are a material aid in secur- 
ing subscriptions. The general idea is capable of many 
variations and is much employed in practice. 

In any presentation of the kind among people who 
are acquainted, the eflFect of good fellowship and of 
the desire to go with the crowd cannot be over- 
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estimated. The idea should be emphasized as strongly 
as possible that all are going in on the ground floor 
together, and that the opportunity of getting in with 
the rest should not be missed. 

Enterprises of very modest merit are not infrequent- 
ly financed almost solely on this basis. John Jones 
may not have the faintest intention or desire of taking 
part in the organization of a bank or a building 
association, or a factory, or a gun club. If, however, 
some of his friends are going in and the fact is prop- 
erly brought to his attention, in nine cases out of ten, 
in the absence of some material reason for not doing 
so, he will join the movement. This is especially true 
when those who are going in are particular friends, 
or people whom he admires or respects. 

Sometimes when working along these lines the 
financing of an entire enterprise will hang on the 
possibility of getting someone to make a start. Those 
approached may want to go in, but dislike to take 
the lead, or perhaps they are uncertain, or even may 
not want to go in at all. If, however, anyone can be 
induced to make the initial "break" the rest will follow. 
Then the critical point is to secure the first subscrip- 
tion. This sometimes gives room for the display of 
much ingenuity on the part of those in charge of the 
enterprise. 

In a case in point in the writer's experience, pro- 
moters were trying to raise money among their friends 
to develop a deposit of asphalt supposed to be very 
valuable for varnish making. The friends approached 
hesitated because of their ignorance of the industry 
and more particularly because the varnish value of the 
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asphalt in question had not been demonstrated on a 
commercial scale. 

The promoters worked with much persistence, but 
it seemed impossible to get the matter started. Finally 
one of the gentlemen appealed to, put the matter con- 
cretely. "I don't know that your asphalt will make 
varnish. I believe that the stuff is in the deposit, that 
it is there in sufficient quantity, and that you can get 
it out profitably, provided it is of the proper quality 
to make varnish and will command the prices you 
claim, but this has not been proved. Now show me 
an order from some varnish establishment for a car- 
load of the stuff and I will put in a thousand dollars." 

The problem then presented to the promoters was 
a difficult one. The varnish makers of the country 
had their own sources of supply, and much preferred 
that others should not be opened. They could not, 
therefore, be looked to for assistance. No other manu- 
facturers would use varnish asphalt in such quantity. 
Nothing daunted, however, the promoters took coun- 
sel together and after due consideration set to work 
to organize a varnish company. The capitalization 
of this little company was modest, but the promoters 
were quite successful in securing subscriptions for its 
stock, and as soon as the new company was sufficiently 
far enough along to begin operations, its first business 
transaction was to give the promoters an order for a 
carload of asphalt. The promoters came back to the 
gentleman with this requisition. While it is somewhat 
doubtful whether the order fully met the spirit of the 
gentleman's demands, it did secure his subscription. 
Other friends joined in and the amount desired for 
the development of the deposit was secured. 
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Frequently money for an enterprise can be obtained 
in a neighborhood by an even more direct use of the 
co-operative idea. Say a sawmill is to be started and 
the sum of five thousand dollars is required for the 
installation. The parties in charge of the enterprise 
thereupon start in to get ten men to put in $500 each. 
The fixing of a definite sum and the community and 
equality of interest thus established appeals strongly 
to those approached, and very frequently carries the 
day when it could not be carried on any other basis. 

It is hardly necessary to say that in a friendly pre- 
sentation of the kind here considered, a very full 
exhibit of the enterprise is nearly always advisable. 
Its soundness, its suitability, the advantages to the 
town, its reasonable profits, its speculative possibilities, 
the absence of risk — all these must be brought out 
strongly and fully. Also if such is the case, the fact 
that small salaries are to be paid until a dividend basis 
is reached and the general idea that no one derives 
any profits till profits are made for all, may be used 
to much advantage. 

In addition to this, it is also desirable, though not 
always advisable, to show exactly how the promoter 
comes into the enterprise. If he is bearing the heat 
and burden of the day solely for the good of the 
enterprise, that fact should be clearly understood. If 
he is putting in his money on just the same basis as 
the others, without any profits or advantages that the 
others do not enjoy, these conditions should be known. 
If, however, he is to receive any special profit, payment 
or other consideration, the fact should usually be 
stated. Certainly it should never be concealed. 
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Possibly the promoter may be working for some 
position in the enterprise. If so, the motive is entirely 
legitimate and, if he be suitable for the position, should 
not be objectionable to his friends. Or perhaps his 
profits are indirect, as where a hotel, a sawmill or a 
creamery to be established will open up a profitable 
market for his wares or products. Or perhaps some 
property of his is to be taken over by the new enter- 
prise. Or perhaps he is to receive a stock or even a 
cash commission for his services. Whatever the profit 
or motive, it should be known. To conceal from 
friends the fact that a profit is being made is the height 
of folly. Sooner or later the matter is almost sure to 
be discovered, and may perhaps result in a very serious 
discrediting of the promoter. Promoters' profits, if 
reasonable, are well earned and entirely justifiable. 
If, however, they are concealed at first and are then 
later discovered, the proceeding bears an air of trickery 
and underhandedness very hard to dissipate. 

In many cases, and perhaps most cases, if the pro- 
moter's profits be reasonable and the matter be tact- 
fully handled, no objections to these profits will be 
made. At times, however, it must be confessed, most 
unreasonable antagonism is aroused. Then all the 
promoter's tact and ability will be required to carry 
the matter through successfully. Possibly if opposi- 
tion is anticipated the promoter, while admitting 
profits, if the matter comes up, will not acquaint his 
friends with the amount of these personal profits. 
He IS under no obligation, either moral or legal, to 
do so. Or, if he deems best, he may refuse absolutely 
to give any information. He is well within his rights 
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in SO doing. What he must guard against is the 
representation, either expressed or implied, that he is 
not making profits. Any such misrepresentation is 
not only bad faith but might make the promoter 
legally liable to his associates for his profits. The 
general subject of promoter's profits has been already 
treated in a preceding chapter — Chapter XXIV, "Man- 
ner and Matter of Presentation." All that is said 
there applies even more strongly when the transactions 
are among friends. 
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PRIVATE PRESENTATION. 
Among Strangers. 



As already stated, when the conditions are right a 
good enterprise is best presented and financed among . 
friends or acquaintances of the promoter. It some- 
times happens, however, that the conditions are not 
right and application must then be made to strangers. 

Occasionally, for instance, a young and inexperi- 
enced man will fail to finance a good enterprise among 
his friends merely because they look upon him as still 
a boy and are afraid to trust his untried business 
judgment. Or perhaps the promoter has been un- 
successful in some other enterprise financed among his 
friends and on that account alone fails to secure his 
money. Or again, he may be entirely successful in 
his own line of business, but the enterprise in question 
may be outside this line, or possibly on a much larger 
scale, and fail because his friends* confidence does not 
extend so far. 

Or sometimes a home financing will fail because of 
the absolute familiarity of the promoter or of the 
enterprise to the residents. A town boy will make 
some important discovery and appeal to his elders for 
money for its development. They have known "J^ck" 
or "Bill," as the case may be, all their lives, have 
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never seen anything unusual about him, and therefore 
do not believe in his invention. If, then, it is to be 
financed, it must be taken among strangers who will 
base their opinions on the merits of the invention, not 
on their knowledge of the inventor. 

Or perhaps some village resident of a utilitarian 
turn of mind will discover that a well-known' ledge of 
rock is a fine building stone requiring only develop- 
ment to make a most valuable quarry. The ledge has 
been familiar to the people of the vicinity for genera- 
tions. Stone is probably overplentiful in the neigh- 
borhood, anyway, and the idea that the particular 
ledge is any better or more valuable than the moun- 
tains of stone around it strikes them as absurd. The 
new quarry must then be financed elsewhere if at all. 

Also, certain elements of suitability must enter in, 
whether the enterprise be presented among friends or 
strangers. It is obvious, for instance, that the enter- 
prise must be within the means of the parties ap- 
proached. A shipyard, a rolling mill or a connecting 
railroad, no matter how desirable or how profitable, 
could not be financed by the residents of a little fishing 
village in which perhaps the wealthiest inhabitant is 
possessed of but a few thousand dollars. The enter- 
prise is beyond them, and the large aggregations of 
capital elsewhere must be drawn upon if it is to be 
financed. 

Again, an enterprise must be adapted to the en- 
vironment of the people to whom it is presented. A 
plan to establish a shipyard would not ordinarily ap- 
peal to the people of an inland city, nor would a dry 
placer process for recovering gold appeal strongly to 
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the agriculturists of southern New Jersey. Both enter- 
prises might be highly meritorious. The people are 
not, however, familiar with the conditions which 
would enable them to judge, and, the operations of 
the enterprises being far distant, they would have no 
confidence in the enterprises and would not invest their 
money. 

Or again, as a rule, an enterprise that may only be 
used to advantage in connection with some special 
business or industry, must be taken to that business 
or industry, or to people familiar with it, for financing. 
For instance, an improved method of canning meats, 
though of admitted value, could hardly be financed in 
a western mining town. Neither would the same peo- 
ple be interested in a mechanism for weaving carpets, 
nor a new method of decorating tiles, nor even in an 
improved drop forge, no matter how valuable the 
underlying ideas might be. 

When the conditions are such that the enterprise 
must be financed outside the circle of the promoter's 
own friends, it is to be hoped that the presentation 
can be made to strangers living in the same place or 
the same part of the country as the promoter. If not, 
the expense and difficulties of the work are usually 
greatly increased. * 

This is, however, not always the case. Sometimes 
a presentation away from home may be made by letter 
quite as advantageously as in person and sometimes 
even more so, and then the expense and trouble are 
reduced to a minimum. 

For instance, some obscure chemist may discover a 
new and very desirable preservative for meat — some- 
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thing low in price, easily applied and entirely unob- 
jectionable on the score of healthfulness. Such a dis- 
covery would be of very great value and ought to com- 
mand a ready reception and a liberal price. It would, 
however, appeal directly to but a limited class of people, 
and the most important of these would be the great 
packers. Obviously, then, application should be made 
to them first of all. If, however, the discoverer went 
in person to Chicago, Kansas City, or any other pack- 
ing center, he would find the great packers busy men, 
and, unless suitably introduced or favored by fortune, 
would hardly get further in his quest than an outer 
office and an interview with a minor and entirely in- 
adequate packing house official. He might not even 
get past the office boy, and should he by some means 
reach one of the principals, it would usually only re- 
sult in a reference to some one else in whose depart- 
ment the matter lay. 

In any such case application by letter would be 
preferable. The discovery would be an important one 
for the packers and short, concise letters addressed 
to the managers of the various large packing houses, 
or even addressed to the concerns, would be referred 
to the proper parties and in almost every case would 
receive quick and sufficient attention. If not interest- 
ing to the packers, the matter would be turned down 
with much promptness, but also usually with all due 
courtesy. If of interest, the letter would probably 
lead either to an invitation to visit the parties writing, 
or to a visit from a representative of the particular 
packer. In either case the discoverer would secure 
his interview at a minimum of expense and on a most 
favorable basis. 
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In some cases a matter of the kind may be consum- 
mated entirely by correspondence without the necessity 
of other personal action. For instance, an inventor 
recently devised a new and, as he believed, an improved 
shoe-lace. Such an invention might perhaps be de- 
veloped as an independent enterprise, the lace being 
manufactured and sold to the shoe dealers. In the 
present instance, however, the invention could be 
handled to better advantage through some one of the 
great shoe manufacturers and the inventor therefore 
decided to present the matter to them. It was then 
necessary to bring the lace to their notice. A personal 
visit to each of the prominent shoe manufacturers of 
the country would have involved more expense than 
the inventor could afford. Also a matter so directly 
applicable to the business in which a man is engaged 
will usually secure consideration without the personal 
element ordinarily necessary in financing. In the case 
considered it is not probable that a visit from the 
inventor would have been as effective as correspond- 
ence. Certainly it would not for the first presentation. 
Letters were therefore written, samples were sent, and, 
it must be admitted, the results were disappointing. If, 
however, the lace had been worth adopting, it is almost 
certain that his letters would have led to business. As 
it was, the matter was turned down with the least pos- 
sible expense and trouble to the inventor. 

In preparing for the presentation of any such matter 
by correspondence, it should be borne in mind that the 
parties appealed to are usually experts in their lines 
and that a lengthy dissertation on the merits, the ap- 
plication and the advantages of the new invention is 
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not necessary. Business men are, it is true, occasion- 
ally obtuse as to their general interests — as in the oft 
quoted case when the Bell telephone and its stock 
went begging at prices now hardly credible — but as a 
rule they are quick to see the advantages of anything 
particularly applying to their own line of business. 
In the case of the shoe-lace, it would be entirely 
superfluous to go into the merits of the lace in detail, 
as any man with sufficient business ability and knowl- 
edge of the industry to be at the head of a large 
shoe business could see at least as quickly as the in- 
ventor himself its possible applications. The letter 
then should state as briefly as a clear presentation will 
permit, just what the invention is, what it does, what 
the inventor wants done, and nothing more. The 
inventor might perhaps not see fit to make any propo- 
sition or discuss terms in this first letter at all, leaving 
the matter open for future adjustment if his corre- 
spondent is interested. Presentation by letter is dis- 
cussed further in the chapter which follows. 

When an enterprise must be presented away from 
home and correspondence is inadequate, the promoter 
must usually of necessity take it himself. If he has 
friends who will present the matter for him, either 
for the sake of friendship or for a share of the profits, 
the arrangement may be highly desirable. As a gen- 
eral rule, however, the owner of an enterprise cannot 
safely place it in the hands of others for presentation, 
and more particularly when this presentation is to 
be made in some place too distant for his personal 
supervision. 

The general problems encountered in financing 
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among strangers are the same without regard to loca- 
tion. It will therefore be assumed for the purposes 
of the present consideration that the promoter, having 
found it impossible to finance his enterprise at home, 
has selected New York as the city in which it is to 
be presented. 

The first suggestion to anyone intending to present 
an enterprise in New York City is in line with lago's 
sage advice, "Put money in thy purse." The financial 
centers are exceedingly expensive places in which to 
live and do business, and while the enterprise may be 
financed quickly, it usually is not. There are brilliant 
exceptions, but the general experience of enterprises 
brought to New York for financing is one of con- 
tinued and discouraging delay. 

As a matter of fact, any sound business enterprise 
of merit, if at all suitable in its character, can be 
financed in New York City. Great numbers are 
financed there that do not possess even these element- 
ary requisites. The length of time that a financing 
will require is, however, extremely problematical. If 
the conditions are favorable, if the right parties are 
encountered promptly and the matter be desirable, 
the whole thing may be practically arranged in the 
course of a few days or even a few hours. On the 
other hand, months and even years may be required. 
In one case well known to the author an enterprise 
of merit dragged along for ten years and has, now, 
after numerous trying vicissitudes, but just come in 
sight of the coveted goal. 

Because of this uncertainty and because an enter- 
prise cannot be presented to advantage when the pro- 
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moter is suffering from a personal lack of money, par- 
ties coming to New York for the purpose of financing 
enterprises should either provide sufficient funds for 
a long siege or else arrange for and execute a prompt 
retreat when the funds they do have run short. 

To come without proper financial provision is not 
uncommon among a certain class of owners or pro- 
moters of enterprises, and more particularly among 
inventors. The man who does so is not only liable 
to meet with humiliating and highly disagreeable 
experiences, but is also heavily handicapped in his 
work from the start. Success under such circum- 
stances may be possible, but it is not probable, and 
the unlucky promoter — while not likely to lose much, 
because he has not much to lose — will almost certainly 
find that he has come on a fool's errand. 

On the other hand, it may be said that extravagant 
expenditures are not in any way essential to the 
financing of an ordinary deal in New York City. In 
any such case the style in which the party lives while 
presenting the matter cuts but little figure. If some 
transcontinental railroad is to be financed, or a pack- 
ing house combination is to be arranged, or some 
other negotiation involving millions of actual value 
is to be consummated, it may be well for the promoter 
to put up at the Waldorf-Astoria or the St. Regis, 
or some other of New York's expensive hotels.' It 
will be expected. Even then, however, it is doubtful 
whether his negotiations would be injuriously affected 
in any way if the promoter disappointed these expec- 
tations by adopting a less expensive mode of living. 

It is also to be noted that but little financing is 
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done in these days by means of wine suppers and otlier 
costly indulgences. A comfortable little dinner for a 
few interested parties may occasionally be very help- 
ful in closing up a deal. But as a rule nothing more 
is expected or desirable, and while a high-priced hotel 
may be a very good means of parting the promoter 
from his money, it is not at all necessary to the success 
of his undertaking. 

In all such matters, speaking generally, the people 
of New York are very cosmopolitan, and so long as 
a man dresses reasonably well, pays his bills as he 
goes, and does not try to negotiate small personal 
loans, they care but little how he lives when not in 
sight. They are not imposed upon or even favorably 
impressed by a disregard of the usual economies, nor 
are they unfavorably impressed or discouraged by 
their observance. If they wish to determine the pro- 
moter's financial status, they consult a commercial 
agency and do not vex themselves as to his mode of 
living. A good, comfortable hotel or respectable 
boarding house will therefore afford as advantageous 
and sound a basis from which to finance any ordinary 
deal as will the Plaza or the Astoria. 

Of course, economy in this direction must not be 
carried too far. It is doubtful, for instance, whether 
any one of the numerous promoters who frequent 
the corridors of the Mills' hotels — where comfortable 
accommodations may be had at the very reasonable 
rate of twenty cents a night — ever financed an enter- 
prise of importance. Their enterprises are not always 
bad, but the basic conditions are too unfavorable. 
Their economy, usually enforced, is carried to an ex- 
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cess which prevents business. On the other hand, it 
is a fact that in many cases enterprises of moderate 
magnitude are handicapped and seriously injured by 
the unnecessary and somewhat extravagant expendi- 
tures of their promoters. 

In this general connection it may be said that there 
is very frequently an impression among people com- 
ing to New York to finance enterprises that the past 
history and present standing of themselves and their 
enterprises, save as revealed by them, are as a closed 
book to the parties they approach. This is not by 
any means the case. On the contrary, any business 
man, familiar with matters of the kind, will look up 
the standing of the parties by whom an enterprise is 
presented, and the status of the enterprise itself, as a 
mere matter of course. He may do this through some 
commercial agency, or through his bankers, or through 
private sources. However this may be, the parties 
presenting an enterprise may feel sure that it will be 
done, and thoroughly done, if the matter is of im- 
portance, and that any material information in point 
relating either to themselves or to their enterprise will 
very shortly be in the possession of the parties with 
whom they are negotiating. A recognition of this 
fact will, on occasion, save embarrassment and trou- 
ble. It will also sometimes explain delays, counter 
propositions, or even an emphatic refusal of a propo- 
sition, which are otherwise puzzling. 



Financing in the great cities is a difficult under- 
taking. There is perhaps more money available in 
New York for good enterprises than in any other city 
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of the world, but on the other hand, there is perhaps 
no other city in the world in which good enterprises 
seeking money are so numerous. Worse than this 
is the fact that there are so many enterprises that 
are not good, seeking this same money. Further, men 
of wealth are so closely pursued, harassed and annoy- 
ed by promoters and other persistent callers with de- 
signs on their time and money, that of necessity they 
hedge themselves about with outer offices, railings, 
office boys, secretaries, personal representatives and 
other protective measures, until it is a matter of great 
difficulty to even obtain access to them. People of 
moderate means are, it is true, much more accessible, 
but even here difficulty will be found in approaching 
them on a favorable basis. The promoter should 
therefore not only pave the way in advance for access 
to the people he must meet, or wishes to meet, but 
should be so fully prepared in every way that when 
his opportunity does come he may avail himself of it 
to the utmost. 

Particularly, unless the promoter has friends or 
good business connections in New York, should he 
bring letters of introduction with him, as the condi- 
tion of the complete stranger attempting to finance 
an enterprise in New York is unhappy. For the ordi- 
nary enterprise these letters of introduction are best 
to men of moderate means. The financial magnates 
with whom some sections of New York are thronged 
have, it is true, money to the point of oppressiveness, 
but this money is not for the promoter with an 
ordinary enterprise, and he need waste no time in 
plans for its capture. Of course, if the enterprise is 



Digitized by VjOOQ IC 



340 FINANCING AN ENTERPRISE. 

one of such a character as to appeal to or require the 
assistance of the great financiers, the attack must be 
made in that direction. Otherwise they are to be 
avoided. Such men have so many undertakings of 
importance on hand and so many are constantly being 
offered them, that an enterprise that does not appeal 
to them particularly stands no show for even a pre- 
liminary consideration. 

Letters of introduction then are, as a rule, best to 
men of moderate wealth. If the promoter can meet 
these men on a social footing — at their homes, their 
clubs, their country houses, at Belmar, Tuxedo or 
Lakewood — it is very advantageous, giving him a 
chance to approach them in an informal and effective 
way that would hardly be possible in an office interview. 

Also, if these parties are encountered on a social 
footing, other introductions follow as a matter of 
course, enlarging the promoter's acquaintance and 
placing him in a better position for his work. It 
then becomes merely a matter of business judgment 
and ability as to when and how the enterprise to be 
financed is best introduced and presented. 

A good letter of introduction serves as a basis of 
confidence. If the party to whom the introduction 
is addressed cannot or does not care about taking up 
the proposed enterprise himself, he will usually in- 
troduce or secure an introduction to some other party 
who may be interested, or will suggest some plan or 
way in which the necessary finance may be secured. 
The promoter is not looked upon as a stranger, but 
as a friend to be helped as may be possible. He has 
a firm footing from which to conduct his operations. 
He is practically financing among friends. 
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CHAPTER XXXI. 

PRIVATE PRESENTATION. 
Among Strangers — (Continued) 



When the promoter endeavoring to finance an en- 
terprise comes to New York as a stranger or with 
perhaps but a few unimportant business connections, 
or when he comes with letters of introduction that 
avail him nothing, his condition is a hard one. There 
are then several courses open to him of varying de- 
grees of difficulty and discouragement. He may ad- 
vertise for capital, he may respond to the advertise- 
ments of those who offer to supply capital, he may 
endeavor, without the formality of introduction, to 
reach the parties to whom his enterprise should appeal, 
or he may endeavor to reach parties who will take 
up his enterprise and, acting as promoters, finance 
it for him. 

Casual advertising is hardly worth the trying. An 
extensive campaign of publicity, involving large ex- 
pense and the skill of experience, is necessary for suc- 
cessful financing by advertising. For the ordinary 
enterprise such a campaign is impracticable. Any 
other plan of advertising for capital will not ordinarily 
produce sufficient results to even pay its first cost. 
The writer must admit that he has known some few 
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cases where very considerable amounts have been 
raised by small casual advertisements of but six or 
eight lines inserted in the business opportunities col- 
umns of the New York papers. As a rule, however, 
such advertising is absolutely fruitless, the success 
mentioned resulting from such a combination of an 
attractive enterprise, accidentally attractive advertis- 
ing and good luck — the greatest of these being good 
luck — that it establishes no precedent and the whole 
matter may be dismissed from consideration. 

It may be noted in passing that any such advertis- 
ing will usually bring in responses — not from parties 
who have capital to invest, but from parties who are 
willing and even anxious to try to find capital for the 
advertiser. Frequently they will offer to advertise for 
him, at his cost; at all times they will have some 
scheme to get money from him. Time, trouble and 
expense will be saved if such parties are let severely 
alone. 

Appeals to the numerous houses which advertise to 
secure capital are, speaking generally, even more hope- 
less. There are many of these houses, but the usual 
result of an application to them is the same. Their 
first consideration of the matter is almost invariably 
favorable, no matter what the enterprise may be, but 
is with equal invariability followed by a demand for 
money. This demand is made on such pretext as will 
meet the conditions. If the enterprise is not incor- 
porated, a fee and expense money for its immediate 
incorporation will be demanded. If the enterprise is 
already incorporated, a re-incorporation may be an- 
nounced as essential, or if these demands are not 
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tenable, money will perhaps be required to get out an 
issue of bonds, or to take out foreign patents, or to 
arrange a guarantee of stock or bonds, or possibly 
to have a prospectus printed, or it may be to advertise 
stock for sale, or sometimes — and possibly the most 
honest demand of all — money will be requested as a 
retainer. 

It is but rarely that anything follows the payment 
of money on any of these pretexts, unless perhaps 
the "house" undertaking the financing of the stran- 
ger's enterprise can think of some further plausible 
scheme for the extraction of money. It is a case 
where the stranger and his money are parted with the 
greatest possible expedition, and thereafter the only 
anxiety of the "financing house" is to be safely parted 
from the stranger. Speaking generally, a stranger 
in New York can safely and profitably terminate his 
connection with any promoter or promoting house — 
either prior to or subsequent to the time such connec- 
tion is formed — ^just as soon as any advance pajmient 
of money is demanded, no matter what the basis of 
the demand. Theoretically a concern undertaking the 
promotion of an enterprise is entitled to a retaining 
fee or payment for services to be rendered; practi- 
cally, in New York City at least, reputable houses 
taking up enterprises do not demand anything of 
the kind, and this is so true that a preliminary demand 
for money is generally regarded as unmistakably 
classifying the concern. The whole subject will be 
found more fully treated in a subsequent chapter 
(Chapter XXXVIII) under the title of "Promoters" 
and "Financiers." 
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If the stranger undertakes to reach parties to whom 
his enterprise should more especially appeal, without 
the formality of an introduction, the outlook is not 
of the best, but is not hopeless. Such things have 
been done with much success and will be done again. 

When this course is attempted the first appeal may 
be made either by letter or by a direct call. For in- 
stance, a party with a valuable bed of marl may wish 
to bring it to the attention of some good cement 
company or of some individual interested in cement. 
He can get the addresses of the companies and also 
their list of officers from the directories. Then he 
may either write to these parties or may call and 
gain access to them if he can. If he decides to write, 
his letter had better be addressed in each case to one 
of the company officials. A letter bearing merely the 
company's address might not get into the right hands 
and therefore fail, but any official receiving such a 
letter would, if the matter were really of interest, see 
that the letter reached the proper person. In the ab- 
sence of any information, one of the higher officials 
might be selected at random, though an enquiry at 
the company's office would probably elicit the name 
of the official best addressed. Then a brief, concise, 
strong letter should be written, stating exactly what 
the owner of the marl bed has and what he wants 
to do with it. 

Such a letter should be as short as it can be made 
and still contain sufficient information to enable the 
recipient to determine whether the matter is really of 
importance. A full presentation should not be at- 
tempted. In the case under consideration, the letter 
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should give the extent and depth of the marl bed, 
the quality of the material, if possible, and any tests 
or actual uses to which it has already been submitted. 
The general condition of the bed — ^by what title it 
is held, shipping facilities, convenience of location, 
etc., etc. — ^together with any peculiar advantages it 
possesses should also be briefly set forth. Finally it 
should be stated whether the bed is for sale or lease, 
or is to be handled in some other way, and some 
general idea of the terms should be given. A sample 
of the marl might also be sent. If the party really 
has something of value, a good business-like letter 
of the kind will usually elicit a response, and a cour- 
teous response, even if it be only to turn the propo- 
sition down. 

If the party addressed is interested by the letter, 
he may write for further details, but will usually in- 
vite the writer to call. Then the matter takes on a 
favorable aspect. The party calling should be pre- 
pared to identify himself — ^best by his letter of invi- 
tation — and should bring some evidence that he is 
a responsible party or is really empowered to act in 
the matter. He should also be ready to substantiate 
the statements of his letter and to furnish any other 
pertinent details that may be required. The whole 
matter is then one of a strong presentation, and is 
likely to lead to business. Even if it does not, the 
opening so created may result in other introductions 
or suggestions that will be of advantage. 

If the owner of an enterprise prefers to make a 
personal visit to the parties he wishes to interest, 
without paving the way by a preliminary letter, he 
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must equip himself with personal or business cards, 
considerable assurance and a determination not to be 
discouraged by refusals. In most New York offices 
he will be given pause just beyond the threshold of 
the outer office by a stout railing, behind which is an 
office boy in control of the situation. The boy alone 
will usually "man" these outer defenses. The stran- 
ger's name will be requested as also the nature of 
his business. He will also be asked if he has an ap- 
pointment, or is a friend of the party upon whom 
he is calling, or be requested to explain the basis upon 
which the visit is made. Possibly the caller's card 
will be retained, but will not be taken in at the time, 
the refusal being tempered by the terse explanation 
that the parties called upon are busy. In such case 
the only course is for the visitor to withdraw and 
call again, either at some time suggested as likely or 
convenient by the office boy, or at such time as he 
may deem convenient for himself. 

If the visitor's card is taken in, the party called 
upon may very probably decline in toto to see his 
visitor. If the business is something likely to appeal 
to him — as, for instance, the marl bed presented to 
a cement man — ^he may invite the stranger to call 
again at some indefinite time when he is not busy, 
which IS a very unsatisfactory arrangement, or may 
make an appointment, or may, if not busy with other 
people at the time, invite the caller right in and dis- 
cuss the matter with him briefly then and there. 
Usually, however, if he takes the matter up at all 
he will make a definite appointment. If he takes the 
matter up at the time it will usually be a very brief 
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discussion, and will be followed by an appointment 
for a more extended interview if the matter seems to 
justify further investigation. 

The reception accorded the unintroduced visitor will 
vary with the custom of the particular establishment. 
In some few New York offices he will find the same 
breezy informality of access that characterizes the 
office life of a western mining town, and will be able 
to walk unannounced and without delay into the inner 
office and the presence of the "chief executive." In 
others, and particularly when one of the men of great 
and known wealth is sought, he will find the lines 
much more closely drawn. The office boy will be 
replaced by a stately major domo who will investigate 
the visitor's past history and present business with 
care before moving in the matter at all. If this first 
examination is successfully passed, the caller is re- 
ferred to a higher official who, after due delay and 
proper appointment, conducts a more searching ex- 
amination of the applicant and his enterprise. If 
impressed favorably, the applicant will be passed on 
perhaps to the private secretary of the man he wishes 
to see, who will again make an investigation of the 
presentation and the presenter. If this investigation 
is again satisfactory and the private secretary deems 
the matter too important for him to settle and one 
that his employer might be personally interested in, 
the man with the enterprise will at last reach the inner 
fortress and meet the magnate, upon whom rests the 
fate of the presentation. Usually, however, he will 
be referred to the head of some department, or other 
official to whom the matter properly belongs, and will 
never see the head of the office at all. 
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It must be borne in mind that in any case of this 
kind, the unusual and informal method of presenting 
the enterprise handicaps it heavily at the start. The 
party called upon is justly suspicious, and if not dis- 
posed to dismiss the matter without consideration, 
will look upon it askance. He properly expects any- 
thing of the kind to come through the regular 
channels. 

It is also true that very occasionally the officials 
of a concern or institution will refuse peremptorily 
to receive a really desirable proposition in this un- 
heralded manner, for the very simple but sufficient 
reason that a direct presentation affords no oppor- 
tunity for the "rake-off" or tribute which they are 
accustomed to levy on all transactions of the kind. 
Naturally such a reason for refusing a proposition 
would not be stated in words, but must be read be- 
tween the lines. 

In any such case, if the applicant wishes to per- 
severe in this direction, he must discover the proper 
channel of approach. Perhaps one of the officials 
will suggest a party who might take the matter up. 
Possibly the office boy or some clerk or stenographer 
may give a clue. In any event, if the proper party is 
discovered, he will be quite willing to take the enter- 
prise up and present it to friends who he thinks will 
be interested. This party must, of course, receive a 
commission for his services. The friends may be 
interested when the matter is presented to them and 
wish to present it to other parties, and for this pre- 
sentation they must also receive a pa3mient or com- 
mission. Sometimes in a case of the kind the enter- 
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prise will pass through half a dozen hands before 
reaching its final destination, and the accianulated 
commissions will be quite a heavy burden, though 
dependent of course upon the enterprise being finally 
financed. 

Under such conditions the official who finally passes 
upon the enterprise does not nominally receive any 
profit from the transaction. As a matter of fact he 
receives his proportion of the commissions paid the 
parties through whom he is reached. In justice to 
the officials of New York institutions it must be said 
that such conditions, though they will occasionally be 
encountered, are uncommon. 

It must be remembered in any attempt at an "un- 
introduced'' presentation that the business men of 
New York have but little time to devote to irrespon- 
sible strangers, and that the visitor is looked upon 
as belonging to this unprivileged class until he has 
proved the contrary. For these reasons if he is ad- 
mitted he should be prepared to make a very incisive, 
clear statement as to himself and his property. If 
he can once convince the parties called upon that the 
proposition is one they should be interested in, and 
that he can "deliver the goods," the visitor is likely 
to be received then and thereafter with all due con- 
sideration. The whole matter then becomes merely 
one of a good strong presentation, very concise and 
pointed at first, to be followed by such extended ex- 
planations and statements later as the negotiations 
may require. 

To finance a good enterprise by the method out- 
lined is difficult, but not at all impossible. Success- 



Digitized by VjOOQ IC 



350 FINANCING AN ENTERPRISE. 

ful men of business are in most cases successful be- 
cause they are keenly alive to anything that may affect 
their interests and, speaking generally, they arie not 
going to turn down an otherwise attractive proposi- 
tion because it is presented informally. If, then, they 
can once be convinced that there are merits and possi- 
bilities for them in any particular enterprise, the battle 
is more than half won, and the conditions are usually 
as favorable, and sometimes even more so, than if 
the "approach" had been made in the customary 
formal manner. 

It is to be noted, however, that an entrance of this 
kind places the parties on either side in what may be 
termed a condition of armed neutrality. The business 
man is suspicious of the visitor who has dispensed with 
the usual formalities. He rather expects and is on 
the lookout for trickery. On the other hand, it be- 
hooves the visitor also to be wary. He has waived 
the rules of the game, and if the business man sees 
something attractive, it is quite possible that he will 
not respect the property rights of his informal visitor 
as far as might be desirable, or as would be the case 
if this latter were properly introduced. Against this 
the visitor can only protect himself by the exercise of 
watchfulness, trading ability, and, if the matter is to 
be consummated, by the employment of a good lawyer. 

In any such presentation the fact must not be lost 
sight of that it involves an intrusion — usually more 
or less unwelcome — ^upon the busy hours of a busy 
man. It is therefore the part of wisdom to make the 
first presentation as brief as justice to the proposition 
will permit, and, should the matter not prove inter- 
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esting, to retire at once as soon as this is definitely 
ascertained. The methods of a book agent or life 
insurance solicitor cannot be followed too far in the 
presentation of an enterprise. 

If none of these methods suggested for the promo- 
tion of his enterprise appeal to the stranger in New 
York City, there is but one other usual course open to 
him. This is to reach individuals or firms who will 
take up his enterprise, and, acting as his promoters, 
finance it for him. 

This is a very different proposition from responding 
to the advertisements of those who professedly make 
it their business to finance enterprises. The men to 
be reached — that is, the men who actually can do 
something for the enterprise — do not often pose as 
promoters, nor do they advertise. They are not in 
hiding, but neither are they proclaiming themselves 
on the housetops. They are in businesses of their own, 
and usually good businesses, and they do not go out 
of their way to secure enterprises to finance. They 
must be looked for and discovered, and the quest is 
difficult. 

Promoters of this kind are not scarce; in fact, 
there is hardly a business man in New York but who, 
if an enterprise appeals to him and is within his 
ability, will undertake its financing. To find the par- 
ticular man to whom the enterprise in hand will ap- 
peal is, however, difficult. Another, and almost as 
great a difficulty, lies in the avoidance of the self- 
alleged promoters who infest the financial district of 
New York and who, having neither ability, connec- 
tion nor standing to enable them to finance an enter- 



Digitized by VjOOQ IC 



352 FINANCING AN ENTERPRISE. 

prise, are nevertheless cheerfully willing to undertake 
to do so on any and all occasions. 

These pseudo-promoters are numerous. In many 
cases they are professionals, making their living out 
of the industry. In other cases they are nominally 
engaged in business for themselves, taking up pro- 
moting as a side line. In still other cases they are 
merely "connecting links" — ^men who do not profess 
to promote directly, but who know men who can pro- 
mote. All of these are usually men of pronounced 
views as to their own abilities as financiers. 

These promoters are always on the lookout for 
"deals" and when an unwary stranger comes their 
way with an enterprise they are very positive that they 
are the men he is looking for, and will with the most 
cheerful optimism undertake to finance his enterprise, 
regardless of its condition or nature, on almost any 
basis the stranger may desire. They are very anxious 
to undertake the work, rarely demand money in 
advance because they realize the hopelessness of the 
proceeding, talk glibly and irresponsibly of their con- 
nections and past performances, are entirely confident 
of their present ability, and to the unacclimated stran- 
ger with an enterprise, who is not acquainted with the 
tribe, appear as the shadow of a great rock in a weary 
land. It is but seldom that they are of any more 
substantial benefit. 

If the unwary stranger allows himself to be en- 
trapped into an entangling contract with one of these 
promoters, the latter will usually make an effort to 
finance the enterprise. He has no conscientious scru- 
ples against financing it if he can. Usually, however, 
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he cannot, and the matter drags along until the owner 
of the enterprise becomes tired of the delay and deter- 
mines to take his enterprise to other parties. Proba- 
bly he then finds that his enterprise has been dis- 
credited and injured by the unfortunate alliance. Al- 
most always he will find himself tied up very securely 
with his "non-promoting" promoter. 

Either the promoter will have provided for the 
exclusive control of the enterprise for a certain or 
uncertain length of time, or he will have a contract 
for a certain pa3rment or perhaps a proportion of the 
stock or other securities of the enterprise in compen- 
sation for his efforts in the matter, or perhaps he has 
both, and then when the owner wishes to present the 
enterprise elsewhere, refuses to release his control ex- 
cept for a substantial consideration, or demands his 
contract payment for the efforts he has made in the 
matter. Of course the contract should be worded on 
the "no cure no pay" plan to prevent all this, but 
frequently it is not, and the promoter then takes every 
advantage of the conditions. It is a fact that many 
a good enterprise has been seriously crippled by the 
old man of the sea attitude of its alleged promoters. 

This whole subject is treated of in a subsequent 
chapter (Chapter XXXVIII), but it may be said in 
passing that parties placing enterprises in the hands 
of others for promotion should take every precaution 
to guard against contracts for exclusive control, for 
percentages, commissions, pa)mients or other claims 
of any such nature as will later prove embarrassing 
or perhaps absolutely prevent them from financing 
their propositions elsewhere. 
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As a rule reliable promoters are only to be found 
by indirect means. Sometimes, but rarely, they are 
found by advertising. Such men do not, as a rule, 
read the "business opportunities" columns in which 
such advertisements would usually appear. A good 
card in the financial columns of the better papers of 
New York may sometimes be seen by them. Usually, 
however, they must be found by personal effort. Per- 
haps a friend or acquaintance will direct the man with 
an enterprise to the party who can promote it for 
him, or perhaps the owner and the promoter will be 
brought together in other business matters, or perhaps 
the party with the enterprise will decide from his 
general knowledge of it and of the situation who 
ought to be able to promote the enterprise and get 
introductions to the selected parties. 

These reliable promoters are not confined to any 
one class of business. Bankers occupy an enviable 
position for financing. Some few — as the firm of 
J. P. Morgan & Co. — make a specialty of high class 
promoting. As a rule, however, bankers will not ap- 
pear openly in ordinary promotion work for fear of 
injuring their standing as safe and ultra-conserva- 
tive business men. Brokers, whether stock, bond or 
investment, also occupy an excellent position for pro- 
moting, and not being troubled with the scruples that 
keep bankers out of the field, frequently undertake 
the financing of enterprises. When they do, they 
usually make first-class promoters. 

Here the problem is to find the proper broker. 
There are probably more than a thousand brokers in 
New York City alone engaged in dealing in securities 
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and investments of one kind or another. Most of 
them are responsible and reliable. Not a few of them 
are much the reverse. They are of all shades of busi- 
ness reputation and calling within the limits of the 
craft. Some of them will "promote" on occasion 
and some will not. To find, then, the individual or 
the concern to which a particular enterprise will ap- 
peal, if it appeals to any, is frequently a matter of 
great difficulty. 

If an enterprise is distinctly in the line of one class 
of brokers, that class will naturally be appealed to. 
That is, if a railroad is to be financed, it would — if 
brokers are under consideration — naturally be taken 
to a house dealing in railroad securities, or a mining 
proposition will go to a concern which makes a special- 
ty of mines or mining stocks, or an industrial propo- 
sition to firms dealing in stocks of that nature. 

Doctors also on occasion make good promoters, 
particularly for enterprises that come within their 
province. Ministers occasionally do surprising feats 
of promoting, but generally and properly will have 
nothing to do with the work. The legal profession 
provides a large number of first-class promoters. Law- 
yers are necessarily and intimately acquainted with 
the affairs of their clients. They are usually pretty 
good business men themselves. They are always open 
to an opportunity to make money, and if a good enter- 
prise comes their way that appeals to them or may 
appeal to any of their clients, they are not likely to 
let it pass by. In fact, at times lawyers are instructed 
by their clients to watch for suitable enterprises. 

This is particularly true in the case of patent law- 
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yers, though no member of the guild would openly 
admit the fact. More incipient enterprises pass 
through the hands of patent attorneys than through 
the hands of any other class of men, and, trained as 
they are to see the good and bad points of inventions 
and familiar with the industrial field, they are in a 
peculiarly favorable position for promotion. Usually 
they are on the watch-out for inventions which are 
particularly desirable. Even when the patent attorney 
will not act directly in the matter, he will frequently 
be able to direct the owner of a patent to the proper 
sources to obtain the money he needs, particularly 
if his invention is a good one appealing to special 
industries. 

In the field of invention houses exist which make a 
specialty of selling patents. The announcements of 
these patent selling concerns appear in most of the 
publications relating to patents and inventions. Some 
of these concerns are reliable. Others are very far 
from it, and difficulty will be found at times in sepa- 
rating the wheat from the chaff. In dealing with them 
the general rule should be observed that any request 
for advance payments, or indeed pa)mients on any pre- 
text until the patent is sold, is prima facie evidence 
that the concern had better be left alone. In all cases 
when a patent is placed in the hands of one of these 
houses for sale, it should be under such a clean-cut 
contract as will not tie the patent up unduly and will 
protect its owner. 

If someone is discovered who is suitable and is 
willing and apparently able to undertake the financing 
of an enterprise — in other words, an apparently satis- 
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factory promoter — ^the question of a contract will 
arise. It is entirely proper that a contract should be 
given. In fact, a reliable promoter would not tinder- 
take the financing without, but before such a contract 
is entered into the owner of the enterprise should 
investigate very carefully and satisfy himself as to 
the standing and ability of his promoter. As a rule, 
a man to be successful in promotion must be a man 
of property, or of good business standing and repu- 
tation, or a man of good connections with whom he 
stands well. A commercial agency report is the sim- 
plest way of deciding whether the particular promoter 
possesses some or all of these requisites. If the agency 
report is not available, or is not conclusive, enquiry 
must be made among friends, or the business con- 
nections of the promoter, or perhaps through the 
banks. The matter is not a difficult one if the man's 
standing is really good. If it is not good, it is some- 
times difficult to establish this fact satisfactorily. 

Usually before settling upon terms, the owner and 
the promoter will discuss the whole matter, decide 
upon the general line of financing — in which the pro- 
moter should be able to advise to much advantage — 
and then come to the compensation of the promoter. 
The subject of terms between the owner and the pro- 
moter is discussed in Chapter XXXIX, "Commissions 
and Bonuses," and need not be considered here. 

It may be stated generally, however, that the pro- 
moter expects and receives in case of success, a very 
liberal remuneration. This may be a fixed cash pay- 
ment, or a percentage of the money secured; or if 
the subject matter be an invention, a royalty may be 
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demanded; or if it be a sale, a commission on the 
price will usually be asked. Or perhaps the inventor 
may fix some flat price for himself and allow the pro- 
moter to add thereto some reasonable or unreasonable 
amount as his commission, agreeing to protect the 
promoter in the advanced price. This arrangement 
is not uncommon and is discussed at some length in 
Chapter XXIII, "Excessive Capitalizations." 

Very commonly the promoter's compensation will 
be an interest in the financed enterprise — ^that is, either 
he will have an allotment out of the stock or other 
securities reserved for the owner, or he will reserve 
for himself a certain proportion of the stock or secu- 
rities to be sold, or he will merely undertake to put 
a fixed sum of money into the treasury of the company 
in consideration of a certain amount of stock being 
turned over to him. In this latter case he will save 
for himself as much of the stock as he may be able. 

The contract with the promoter should be clear on 
all the important points and be formally drawn. The 
promoter will not undertake positively to secure the 
needed finance. It is obvious that he could not do so 
under the conditions usually prevailing. All he can 
safely undertake is to endeavor to secure the needed 
money, or to interest suitable parties. The agreement 
with him then should specify that his payment is only 
to be earned and only to become a claim upon the 
enterprise in case he is successful in his attempt. It 
is very important that this should be clearly under- 
stood and as clearly stated in the contract. 

Equally important, if any exclusive control of the 
enterprise is given, is a provision fixing some date on 
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which this control will terminate, unless the promoter 
has financed the enterprise mfcanwhile or has made 
progress thereto satisfactory to the owner. Then, at 
the conclusion of that period, the owner is free and 
may put the enterprise in the hands of others if he 
desires, the only claim of the original promoter being 
for results actually secured in accordance with the 
terms of the contract. 

When the owner of an enterprise has secured the 
services of a good promoter and has entered into a 
contract with this latter, his own duties are light. He 
places the whole matter in the promoter's hands, giv- 
ing him all essential facts with such material in the 
way of supporting documents, statements, reports, 
samples, etc., etc., as may be necessary and he be able 
to secure. The promoter then practically does the rest. 
He may call on the owner for demonstration work 
or expert assistance, if the owner is qualified, but will 
prepare his own prospectus, arrange for the incorpo- 
ration of the enterprise — if so agreed — lay out his 
own campaign, and carry it to a probably successful 
conclusion. 
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CHAPTER XXXII. 

PUBLIC PRESENTATION. 
By Circular Letters. 



The usual methods employed in the public presen- 
tation of an enterprise involve too great an expendi- 
ture and too elaborate a campaign for any ordinary 
financing. 

A modification of these usual methods is, however, 
sometimes employed, which, not requiring such ex- 
tensive and costly exploitation, can be more generally 
used. This is the direct appeal to selected parties by 
means of circular letters or other printed matter. The 
only necessary expenditures are for the preparation 
and distribution of this printed matter. 

The method of direct appeal partakes much of the 
nature of a private presentation. Unless conducted 
on a large scale, it is far less expensive, is quieter, 
more easily managed and perhaps more dignified than 
is the usual public presentation, and has many desir- 
able features. It is frequently adopted, with or with- 
out general advertising to support it, in the financing 
of those sound and conservative enterprises which 
must of necessity make a more or less public appeal, 
such as banks, surety and trust companies, building 
associations and other large and semi-public under- 
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takings. These lack the popular features usually 
requisite for a successful public presentation, but sub- 
stitute for these a safety, a solidity and a well-known 
operation and management that appeals to the con- 
servative investor far more powerfully. 

Circularizing is also at times, and especially of late, 
employed in financing the ordinary industrial enter- 
prise. Such enterprises, however, as a rule lack the 
popular features necessary for success in a popular 
presentation, and have no effective substitute. They 
must therefore usually depend upon private presen- 
tations for their funds, leaving the public presenta- 
tion, whether by circular letter or general advertising, 
almost entirely to the speculative enterprise. 

The modus operandi of a presentation by circular 
letter is simple. The letter is the principal feature and 
is prepared so as to present the enterprise as strongly 
and as attractively as possible. This letter will vary 
in length according to its scope — the shorter the better, 
so long as the proposition is properly covered. It 
may or may not be accompanied by a prospectus. 
If it is, the letter may be made very short. It is in 
fact sometimes dropped entirely, the prospectus being 
used alone. The letter, however, gives a personal 
element to the presentation that is very desirable and 
as a rule it is used. The advantage of employing both 
letter and prospectus lies in the fact that as the main 
features of the undertaking are presented in the pros- 
pectus, the letter may be made much more concise 
and to the point than would otherwise be the case. 

This circular letter with its accompanying pros- 
pectus — if a prospectus is used — is mailed or otherwise 
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delivered to such selecte4 parties as are, or should be, 
or may be interested in the undertaking. As a rule 
when a communication of this kind is received it will 
be examined with some care, particularly if attractive 
in matter and manner. It is but rarely that a business 
man throws any communication into his waste basket 
without getting some idea of its contents, and in al- 
most every case no matter how busy the recipient may 
be, the letter will be read in whole or in part. It is 
then the function of this letter to present the important 
features of the enterprise or the proposition with such 
strength and attractiveness that the interest of the 
reader will be aroused — so much so that either then 
or later he will read the fuller presentation of the 
prospectus, or take such further action in the matter 
as may be desired by the promoters. 

The circular letter is usually an ordinary fac-simile 
t3Tpewritten letter, the name of the party addressed 
being inserted in a style similar to that of the body 
of the letter, so as to convey the idea that the letter 
is in fact a personal and particular communication to 
the party addressed. Such letters are usually sealed 
and sent under letter postage to carry out the illusion. 
It is but rarely that these letters deceive, but as they 
cost but little more than an ordinary printed letter 
and undoubtedly do have some element of personal 
appeal, their employment is justified. The use of the 
two-cent stamp and the sealed envelope is usually 
desirable for the same reason. Occasionally when 
exceptionally good names have been secured, actual 
personal letters — all of course after the same model 
— ^will be written out on the typewriter and be signed 
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by the parties in charge of the presentation. The 
cost of these real letters is not at all excessive if pre- 
pared under proper conditions, but they involve ad- 
ditional trouble and are, as a rule, used only in special 
cases. It is probable that they could be used more 
freely to much advantage. The general subject of 
"form" letters is discussed further in Chapter XXXIV 
of the present volume. 

As to the effectiveness of these fac-simile letters as 
compared with printed letters or circulars, we quote 
from the prospectus of a concern making a specialty 
of furnishing lists of names to those who wish to 
finance enterprises by means of circular letters : "The 
question, *Are not just as good results obtained by 
mailing investors a printed circular as by an imitation 
typewritten letter?' is frequently asked. Our answer, 
backed by actual tests, is most emphatically no. Be- 
cause it is an undeniable fact that every man and 
woman, however high or low may be their station 
in life, are more susceptible to an appeal when made 
to them individually through personal letters than they 
are to one made to the world at large. Therefore, 
as the results you will receive from circularizing will 
largely depend upon the kind of letter mailed, it will 
certainly pay you to see that every letter is as nearly 
as possible an exact imitation of a t3rpewritten letter. 
The party's name, address, date and salutation must be 
perfectly matched in at the beginning of the letter so 
that it appears that the entire letter was written on 
the t3T)ewriter." 

The letter, as already stated, should, when accom- 
panying a prospectus, be brief, attractive and to the 
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point. It must seize upon and hold the attention of 
the reader and excite his interest to the point of sub- 
scription if possible, but certainly to such a pitch that 
if the matter appeals to him at all, he will look into the 
details of the proposition. The letter will usually 
contain a resume or statement of the striking features 
of the particular enterprise, or of specially attractive 
features connected with it, include perhaps a few perti- 
nent facts as to the standing and ability of the parties 
in charge, explain the wonderful liberality of the 
proposition and give reasons why the entire financial 
future of the reader depends upon the acceptance of 
this proposition. 

If a prospectus does not accompany the letter, this 
latter will of necessity be more lengthy and go into 
detail more fully than would otherwise be the case, 
and it must then combine in itself both letter and pros- 
pectus and make a brief but complete presentation of 
the whole entrprise. 

The subject matter of the prospectus when it is 
used in connection with the circular letter, will be 
much the same as for any other presentation. It must, 
however, be borne in mind that no personal work is 
usually possible to reinforce this printed matter, and 
that it alone is relied upon for results. The printed 
matter must then be of a high order. 

The letter, or letter and prospectus, or prospectus, 
is sent out to such selected names and in such numbers 
as the promoter thinks desirable. He then awaits 
returns from the seed he has sown. These returns 
range widely from nothing at all to most gratifying 
amounts, varying with the skill with which the printed 
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matter has been prepared, with the judgment shown 
in the selection of names and with the number of 
letters sent out. Unless the names are good, the 
printed matter excellent, the enterprise itself attractive 
and the number of letters sufficient, the returns are 
apt to be distressingly small. 

The possibilities of this kind of work are large. 
In other words, there are multitudes of small inves- 
tors with money for investment if they can be reached. 
The following matter comes from the prospectus al- 
ready mentioned: "In the State of New York alone 
the savings banks have on deposit over one billion 
dollars. This vast amount of money is only earning 
from three to four per cent. Within a radius of 
one hundred miles of that city there are thousands of 
clerks, mechanics, and professional men and women 
earning large salaries and having no business of their 
own in which to invest their surplus funds. All these 
must seek channels for investment. Every state of 
the Union is prosperous. There is plenty of practically 
idle money waiting for all classes of investment." 

The statements of this quotation are in the main 
correct. There undoubtedly is a very large class of 
people who have money for small investments and for 
whom it is almost impossible to find desirable invest- 
ments. If they can be reached and reached properly, 
the response will be satisfactory. 

By way of direct application our prospectus adds: 
"You can get a portion of this money if you go 
after it in the right way and present your proposition 
to the right people. It is said there are about seven 
millions of stockholders in mining, oil and the cheaper 
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industrial companies, located throughout the eastern 
states. Don't you think it will be profitable for you 
to get your investments before at least a portion of 
these investors? The quickest and most economical 
way to do it is by circularizing lists known to be 
composed of such investors." 

The conservatism of the suggestion that only a 
portion of the seven million stockholders be circular- 
ized is to be commended. The conclusion as to 
the superiority of circularizing "stock lists" over any 
other method of reaching the investor can hardly be 
accepted in toto. These lists are used by many differ- 
ent enterprises seeking money and new "imworked" 
names, which are highly desirable at times, are not 
to be secured in this way. 

Comparing the advantages of circularizing over the 
employment of brokers, as a means of getting money, 
the prospectus already quoted says : " 'From the pro- 
ducer to the consumer' is always a drawing card. 
It makes no difference what kind of a proposition you 
have; by securing lists composed of investors suitable 
for it, you can interest as much capital as the so-called 
brokers. How many of these so-called brokers have 
any actual buyers or capital furnishers? When you 
pay them from two hundred dollars to one thousand 
dollars as a retainer or to show your good faith, 
ostensibly to be expended for printing and postage 
stamps, while in reality perhaps ten dollars is so spent 
and the balance pocketed by the brokers, what recourse 
have you? Spend your own money. Do your own 
mailing and you will see that the stamps and literature 
you pay for are used. By using but a small proportion 
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of the money you would otherwise pay for a broker's 
expenses, in preparing an attractive prospectus and 
mailing the same yourself to lists of actual investors, 
which we can supply you with, we know you will get 
satisfactory results." 

This requires but little comment. Its general rea- 
soning and statements seem to be entirely sound. The 
apparent rashness of the claim that capital can be se- 
cured for any kind of proposition by this method is 
saved in the concluding phrase, "you can interest as 
much capital as the so-called brokers,'' as these latter 
are somewhat notorious for their failures in the way of 
securing capital for clients. The iniquities of the con- 
cerns advertising to secure capital for enterprises are 
referred to at some length in a later chapter of the 
present volume. 

As to the general advantages of circularizing as a 
means of raising money, our prospectus says: "A 
personal letter, accompanied by the right kind of liter- 
ature (not expensive), will always be opened and 
read, and if it is sent to the proper party business is 
sure to result. Another and very important reason 
for adopting 'The direct appeal through personal let- 
ter' system in preference to others is, that in addition 
to its being so effective, it is also the most economical 
of them all. By selecting the most suitable lists for 
the proposition offered, there will positively be no 
waste in circularizing, as every name on them is of an 
individual you want to reach. It is an easy matter 
to reach the investor by mail, provided you start right, 
and it always pays. The necessary equipment for 
mail order work is: (i) Up-to-date lists composed 
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of investors known to be interested in and who favor 
your particular class of investment. (2) The best 
known process of a fac-simile letter with the name 
and address perfectly matched at the top and accom- 
panied by a well written and attractive prospectus. 
(3) About fifteen days after first letter, a second and 
then a third follow-up letter should be mailed to those 
not replying to first communication. We know of 
some companies who go over each list not less than 
six times, and it pays every time. A careful record 
of those answering the first communication should be 
made by checking their names on the list. Many 
brokers and companies have made the mistake of cir- 
cularizing the list but once, and for a lack of confidence 
or for the necessary money to buy stamps throw it 
aside and 'knock' circularizing. The best results are 
usually secured from the second and third communi- 
cations." 

The statements quoted are much to the point, are 
reasonably accurate, and their suggestions are in the 
main good. It must, however, be borne in mind that 
the prospectus quoted from has for its direct purpose 
the sale of names to those who wish to adopt the 
method of financing discussed, and its recommenda- 
tions must therefore be received with some reserva- 
tions. Its optimism as to the ease and certainty of 
getting money by the method suggested is also to be 
liberally discounted. 

The names employed for circularizing should be 
selected with much care. Every poor name represents 
a distinct loss of money, time and effort. In a very 
small presentation the list might merely include names 
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personally known to the promoter. Ordinarily, how- 
ever, circularizing is conducted on a much larger scale. 
A very restricted presentation will send some hundreds 
of circular letters and the usual modest presentation 
of the kind would send out as many thousands. From 
this, the number runs up into the hundreds of thou- 
sands and even millions of circulars sent out in financ- 
ing the larger undertakings. 

In any of these cases lists of names may be obtained 
from various sources. The classified business direc- 
tories are sometimes used in making up lists when 
the enterprise appeals to a particular class, or the 
reference books of the commercial agencies when the 
standing of the parties is of importance. As a rule, 
however, the names for circularizing purposes are 
purchased. Concerns exist — such as that originating 
the quotations of the present chapter — which make 
a specialty of selling classified lists of names. The 
advertisements of these concerns may be found in the 
financial papers, and the majority of their lists are 
fairly reliable. Another source from which names are 
commonly obtained is found in the addressing agen- 
cies of the larger cities. These agencies make a busi- 
ness of addressing envelopes, wrappers, etc., etc., and 
almost invariably possess lists of names which they 
use themselves and which they are always willing to 
sell to outside parties. The prices of these lists vary 
greatly according to the character of the names and 
the standing of the concern which sells them. The 
price will ordinarily range from two to three dollars 
a thousand upward, according to quantity and quality. 

Occasionally excellent lists of names are obtainable 



Digitized by VjOOQ IC 



370 FINANCING AN ENTERPRISE. 

which have been secured in the financing of some 
other enterprise by general advertising. The lists of 
stockholders of existing enterprises of a similar char- 
acter also afford exceptionally good material for this 
kind of work. Some special enterprises appealing to , 
particular classes, as bankers, lawyers, doctors, etc., 
will find directories covering the entire United States 
already prepared for their use. 

The statements of the preceding quotation as to 
follow-up letters must be received with some caution. 
Actual experience in circular work does not fully bear 
out its claims. These follow-up letters are merely 
letters sent out to the parties to whom circular letters 
have already been sent but from whom no response 
has been received. These later letters are intended 
to reinforce the appeal of the first and, if possible, 
to bring the recipients into the fold. In some cases 
a cumulative effect is undoubtedly produced by one 
letter coming after another, but as a rule the best re- 
sults will be secured from the first circularizing. From 
the second lot a smaller percentage of responses will 
be received; from the third mailing a still lower per- 
centage, and so on. 

Here comes in one great advantage of circularizing 
as a means of financing. No great risks need be taken 
at any time. The first attempts in all directions may 
be experimental. The first lot of circulars may be few 
in number — though they must always be sufficient to 
give a real test of the presentation — and the parties 
in charge will be governed by the results. If the re- 
turns are small or inadequate, either the proposition 
is not suitable, the presentation is not sufficiently at- 
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tractive, or the names are not good. If suspicion is 
directed to the presentation, more attractive letters 
may be gotten up and mailed again either to the 
same list or to new names. If the lists of names 
are of doubtful quality, new lists may be tried, and 
this experimental method — this feeling of the way — 
may be continued with comparatively small expendi- 
ture until the success or the failure of the method 
for that particular enterprise has been demonstrated. 

So also with the follow-up letters. These letters 
may be tried with a limited number of the names 
already circularized. If the results are good, the pro- 
cess will naturally be continued. If the results are 
not good, it may be discontinued without serious loss 
having been incurred. The subject of follow-up letters 
is more fully discussed in Chapter XXXIV, "News- 
paper and Magazine Advertising." 

In any experimental work of this kind it should 
be borne in mind that the effort must be on a sufficient 
scale to really prove the success or failure of the plan. 
A few circulars would be no test of a presentation. 
A few hundred might not be a conclusive proof, though 
this number should in an ordinary presentation bring 
some result and be sufficient to show whether the right 
lines are being followed and whether the effort should 
be extended along these lines. A few thousand cir- 
culars would, however, usually be a more satisfactory 
test and be necessary to really establish the merits or 
defects of any special features of the presentation. 

As to how the prospective stockholders should be 
treated, the prospectus quoted from says: "Let the 
prospective investor have the opportunity of investing 
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in your securities at 'Ground Floor Prices.' Do not 
ask Par for the securities of a corporation just begin- 
ning. Start a limited number of your shares at a 
fair price and through circularizing create a 
market for them. You can then offer the next allot- 
ment at an advanced price. If you treat investors 
fair, assuring them of a 'Square Deal' for their money, 
they will furnish your Company with all the capital 
it requires. Stockholders should be considered and 
treated as partners. They should be furnished at 
stated periods with detailed reports of the progress 
being made and the future prospects of the Company, 
as they like to know, and are entitled to the informa- 
tion as to what is being done with their money." 

This statement is unduly optimistic as to the ease 
with which capital will be secured and the simplicity 
of the general proceeding, but is eminently just as to 
the treatment to be accorded prospective investors and 
stockholders. 

The classification of investors by this prospectus 
is interesting and to the point. They are divided into 
three classes. The first or conservative investor, the 
man who buys gilt-edged securities only, is passed 
over lightly as unpromising material for circular work. 
The third class, composed of those who dabble in 
"Wall Street securities," is also dismissed under the 
general characterization of gamblers "wedded to the 
Street." The second class, composed of the great 
army of small investors is, with justice, more highly 
considered, and is treated of at some length as follows : 
"Under this class is a vast army of small investors 
located all over the country who have a burning de- 
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sire for large profits and quick returns upon a small 
investment. *An income for life on a small invest- 
ment' reads the advertisement. '$1,200 a year foi 
life/ or *$ioo invested five years ago is now worth 
$5,000' reads another. These are the kind of invest- 
ments they are looking for. This class of investors 
will buy anything that is offered to them if offered in 
the right way. What the merits of your proposition 
are amounts to little. It's what you say about it and 
how you say it that counts. While this class of in- 
vestors must* necessarily be classed as the 'small in- 
vestor,' it is wrong to think that their investments 
are limited to a ten-dollar bill. We have found among 
mining and oil stockholders lists the names of many 
men occupying prominent positions where their in- 
vestments ran into hundreds of dollars. The people 
composing this class of investors are usually found, 
however, among clerks, mechanics, small store-keep- 
ers and professional men and women having a desire 
to better their condition by investing the few hundred 
dollars of their surplus funds where it will produce 
the largest and quickest returns. If you had the name 
of every stockholder in every mining, oil or cheap 
industrial company in this country, you would find 
ninety per cent, of them to be investors of the above 
class. * * * 

"This class of investors are by far the easiest to 
interest through the mails. They are the most sus- 
ceptible to the 'Direct Appeal,' through well written 
'Personal Letters.' It is this army of small investors 
who are easily interested and will invest in the stock 
of mining, oil and the cheaper industrial enterprises 
because they offer the largest and quickest profits." 
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This is a very bald statement of the conditions, but 
in the main is undoubtedly correct. The ethics of its 
suggestions need no discussion here. As to lists of 
names it must be borne in mind that those usually fur- 
nished by the addressing agencies and other similar 
concerns as well as those taken from the reference 
books of the commercial agencies are what might be 
termed "stock names"; that is, names which are 
furnished, or are accessible to all who desire them. 
Probably all of them have been recipients of circular 
letters or prospectuses from numbers of the enterprises 
then on the market. This being true, substantial re- 
sults will require a presentation at least as attractive 
in some way, either as to the enterprise, as to the 
printed matter or as to the proposition, as those which 
have gone before, or perhaps the presentation may 
succeed without equal or superior attractiveness mere- 
ly because it is timely. 

In conclusion it may be said that while there are 
undoubtedly merits in circularizing as a method of 
financing enterprises, its expenses are not inconsider- 
able and some business skill and ability are usually 
requisite to success. Literature — and literature of 
good quality — ^must be provided, good names must be 
secured, the printed material must be properly pre- 
pared for mailing, and postage must be paid. Further, 
much correspondence is usually involved and the in- 
cidental expenses are apt to mount up rapidly unless 
carefully watched. 

Also, should the presentation be poor, failure is 
inevitable. Or should the list of names secured be 
unsuitable, or "worn out" before it comes into the 
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hands of the party circularizing, the results will be 
meagre even if the enterprise and printed matter are 
of the best. Sometimes, also, when every condition 
seems favorable, an effort will fail in a way that can- 
not be explained. 

Before the method is adopted in any case it would 
be prudent for the interested parties to investigate 
with some fullness just what is being done in this 
line by others. As the circularizing method is of 
the "still hunt" variety, it may be difficult to secure 
matter sent out under this plan. The printed matter 
sent out in the usual public presentation is, however, 
as a rule, equally suitable for circular work, and as 
such printed matter is largely advertised in any finan- 
cial or investment paper, samples — and very excellent 
samples — are not difficult to secure. A careful study 
of these specimens will give a clearer knowledge of 
what is to be done and the best way of doing it, than 
anything else short of actual experience. 
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CHAPTER XXXIII. 

PUBLIC PRESENTATION. 
Newspaper and Magazine Advertising. 



The financing of an enterprise by means of a gene- 
ral advertising campaign involves magazine and news- 
paper advertising, followed up by means of pros- 
pectuses, letters and other printed matter, may also 
include circularizing, and is sometimes reinforced by 
the personal work of agents. The method is always 
an expensive one and the enterprise must usually be 
of a speculative nature in order to afford sufficient 
margin for expenses and at the same time allow 
for offerings sufficiently attractive to interest the in- 
vesting public. The capitalization of such an enter- 
prise is naturally high, as a rule running from $500,- 
000 upwards, and the par value of shares is as 
naturally low, ranging from $1 to $10. It is obvious 
the stock issued on such a basis — ^the initial value of 
the enterprise usually being small — can be sold at 
the customary first price of a few cents per share 
without any serious sacrifice of values. 

The cost of raising money by a general advertising 
campaign is excessive — running according to the esti- 
mates of those in a position to judge from twenty 
to fifty per cent, of the total amount secured. In other 

376 
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words, from twenty to fifty cents must be expended 
to sell a dollar's worth of stock, and if $40,000 is 
raised by means of advertising, from $8,000 to 
$20,000 of this total amount is consumed in the ex- 
penses of the operation, leaving a net amount of from 
$20,000 to $32,000 for the development or other 
purposes of the enterprise. 

When the higher costs are incurred the method is 
barred, save for speculative enterprises. If the cost is 
fifty per cent., as is often the case, one dollar must 
be paid for every dollar secured for the use of the 
enterprise, and if $20,000 is required for the develop- 
ment of the enterprise, $20,000 must be expended in 
securing that amount. At first sight, then, it would 
seem to be very much better business to merely invest 
the initial $20,000 directly in the enterprise without 
the circuitous and troublesome method of spending it 
to get the same amount back again, especially as in 
the process the enterprise parts with stock to the cash 
value of $40,000. 

The explanation of the promoter's preference for 
the "longer way round" is not, however, hard to find. 
The enterprise does not usually possess this $20,000 
— or whatever the amount needed — and neither do 
its promoters — or if these latter have the amount, 
they are not willing to risk it in the enterprise. In- 
stead, they put up a few thousand dollars to start 
the campaign, use the returns as they come in for its 
continuance and reimburse themselves meanwhile from 
the first returns available for the purpose. In this 
way the promoter avoids any excessive risk and any 
personal expenditures beyond the first advance, which 
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is only sufficient to carry the movement to the point 
of self-support. When the campaign is well under 
way it is carried on until the total net receipts — 
that is, the amounts received in excess of the cost 
of advertising, general expenses, payments to the pro- 
moters, etc. — aggregate the $20,000, or whatever other 
amount may be required. 

It is obvious that in the end the investor puts up all 
the money. He pays for the cost of his own dis- 
covery, i. e., for the expenses of the campaign, pro- 
vides also the mo;iey for the promoter's first profits 
and then supplies funds for the development of the 
enterprise. As to the general results, fifty cents of 
every dollar the investor puts in is used up in the 
expenses of the advertising campaign and fifty cents 
is devoted to the more direct purposes of the enter- 
prise. 

Meanwhile the enterprise must assume the entire 
burden. The money raised is of course obtained by 
the sale of its stock. As only half the total amount 
received goes to the proper use of the enterprise — 
the balance being consumed in the expenses of the 
campaign — twice as much stock must be sold as would 
otherwise be necessary. That is, if $20,000 is required 
for the enterprise, stock to the cash value of $40,000 
must be sold to secure it. If sold at the average price 
of two cents for shares of the par value of $1, as is 
not uncommon, 2,000,000 shares must be sold to 
secure the desired amount, or capital stock of the par 
value of $2,000,000 is sold to secure a net cash amount 
of $20,000. The enterprise must then, to be success- 
ful, pay dividends on this excessive stock issue. It is 
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obvious that any enterprise that can stand such a 
strain successfully must indeed be one of golden possi- 
bilities. 

As a matter of fact the majority of speculative 
enterprises financed or attempted to be financed by 
this method are failures. Those that do succeed are 
mainly mines in which the speculative possibilities 
are larger than in any other class of enterprise. 

The cost of raising money by this method, as well 
as several other features of interest, are brought out 
with unusual clearness in the interesting report which 
follows. This was sent to stockholders by the fiscal 
agents of a company that was being financed by means 
of an advertising campaign. The company was form- 
ed for the purpose of dealing in securities — principally 
stocks and bonds of mining companies. The state- 
ment shows the receipts and expenditures from the 
time of its incorporation until the date of the report 
— ^a period of over a year. The report bears internal 
evidence of good faith and is probably a correct state- 
ment of the transactions covered. Names are changed 
for obvious reasons, but with this exception the report 
is presented exactly as sent out by the fiscal agents 
of the company. 

The period covered by the report comprises the first 
sixteen months from the date of incorporation of the 
company. 

Financial report of 

THE GOLD MOUNTAIN SYNDICATE. 

by 

WiLKiNS & Freeman, Fiscal Agents. 
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Receipts. 

Sales of Treasury Stock: 

576,870 shares at i cent $ 5,768.70 

484,550 shares at 2 cents 9,691.00 

88,000 shares at 3 cents 2,640.00 

23,280 shares at 5 cents 1,164.00 

21,050 shares at 6 cents 1,263.00 

27,095 shares at 10 cents 2,709.50 

3 shares sold to the directors at par . 3.00 

Total, 1,220,848 shares $23,239.20 

From Other Sources: 

Received on installments for which no stock 

is issued yet $ 1,826.05 

Moneys received from sale of stock in The 
Mountain Milling Co. (balance due the 
Treasury of that Company) 1,924.20 

Moneys received due to Treasury of The 

Consolidated Lead Co 578.62 

(The Gold Mountain Syndicate being Fis- 
cal Agent for these companies under 
the management of their Fiscal Agents, 
Wilkins & Freeman.) 

Accounts payable (moneys advanced) .... 478.22 

Total Receipts $28,055.29 

Unissued shares in Treasury, 1,779,152 
shares. 
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Expenditures. 

Expenses general (current expenses) $ 1,085.56 

Clerk hire and office help 1,716.40 

Accounting to date on account 150.00 

Postage 1,398.60 

Printing 1,252.68 

Advertising 3»043-34 

Commissions on sale of stocks (to agents) . 2,270.92 

Brokerage (15 per cent, to Fiscal Agents) . 3,629.19 

Furniture and fixtures 103.00. 

Stocks and bonds (purchased as per list) . . 12,201.75 

Accounts receivable 1,203.85 



E. & O. E. $28,055.29 



This report is somewhat complicated by the fact 
that the company was itself meanwhile acting as fiscal 
agent for the sale of stock in two other corporations. 
The transactions for these other companies are, how- 
ever, small and for the purposes of the present dis- 
cussion may be disregarded, the items relating directly 
to these other companies being omitted in the consider- 
ation which follows. 

First looking at the sales of stock, we see that the 
total receipts are as follows : 

Proceeds from stock issued $23,239.20 

Receipts from stock sold but not yet issued . 1,826.05 



Total $25,065.25 
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Now looking at the expenditures we find the follow- 
ing, which may, it is a fair presumption, be charged 
in full to the cost of the campaign for money : 

Postage $ 1,398.60 

Printing 1,252.68 

Advertising 3»043-34 

Commissions on sales of stock (to agents) . 2,270.92 

Brokerage (15 per cent, to Fiscal Agents) . 3,629.19 

Total $11,594.73 



Out of the general expense for clerk hire and office 
help, it would not be unreasonable to assume that 
at least half can be charged to the expense of selling 
stock. This gives us $1,400.98 to be added to the 
total of expenditures for sale of stock, and our con- 
densed statement then stands as follows: 

Total receipts from stock sales $25,065.25 

Total expenditures to sell this stock 12,995.71 



Net proceeds for company purposes $12,069.54 

This very rough approximation shows that in order 
to secure $12,069.54 for the operations of the com- 
pany not less than $12,995.71 was spent. In other 
words, over one-half of the total amount raised was 
expended in the campaign that raised this amount, 
and every dollar secured by the company for its own 
proper purposes cost the company an equal amoimt. 

It is to be noted that the largest single item of ex- 
penditure is the amount paid the company's fiscal 
agents — ^$3,629.19. Commissions to other agents foot 
up to $2,270.92, making a total of $5,900.11 paid out 
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in commissions and brokerage. If the officers of the 
company had themselves conducted the campaign, the 
brokers and agents being eliminated, this amount 
would have been saved, provided the campaign were 
conducted with equal ability. An additional expendi- 
ture for officers' salaries would have been incurred, 
however, and it is doubtful whether the general result 
would have been materially changed. Unless the offi- 
cials were skilled in the work, the results might not 
have been as good. If they were skilled it is probable 
that they would have demanded and received salaries 
which would have practically equalled the commis- 
sions actually paid. 

As to the amount of money necessary to begin a 
campaign of the kind, the following extract from a 
recent prospectus — quoted freely in a preceding chap- 
ter — ^is in point: "Unless you have at the start not 
less than ten to twenty thousand dollars to spend in 
broadcast newspaper and magazine advertising and 
are prepared to keep the advertisements constantly 
before the public, you had just as well sink what 
money you do spend to the bottom of the ocean as 
expect to get it back in stock sales. This fact has been 
verified over and over again." 

The emphasis of this statement is perhaps accounted 
for by the fact that the company issuing it is advo- 
cating circularizing as the one and only means of 
raising money. The minimum amount mentioned is 
higher than is usually deemed necessary. If an ex- 
tended campaign were undertaken, $20,000 might be 
necessary for its inauguration. Usually, however, 
half or even one-fourth of this is deemed sufficient to 
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begin operations and to continue them until the move- 
ment is self-supporting — that is, to carry them to the 
point where receipts from stock sales are sufficient to 
pay the expenses of the further advertising and gene- 
ral work of conducting the campaign. 

A local campaign confined to some one district or 
to special publications might be successfully inaugu- 
rated with even less than the prescribed $5,000. As 
a rule, however, a very liberal margin should be al- 
lowed when an effort of the kind is under consider- 
ation, particularly if the parties in charge are inex- 
perienced, as the expenditures are then almost certain 
to be materially increased. Under any circumstances 
such a campaign should be begun only after a careful 
preliminary counting of the cost. A well conducted 
funeral is a cheerful proceeding compared with an 
advertising campaign begun with insufficient funds. 

The requirements for the underlying enterprise to 
be financed by this method have already been indicated. 
It must permit of large inducements to investors — 
in appearance at least — and attractive possibilities of 
profit. It should also be of such a nature as to stand 
the strain of the rather expensive proceedings involved. 

The advertising matter of a public presentation 
must, as a rule, be exceptionally artistic and "purchase- 
compelling." The conservative institutions and the 
great industrial propositions which are sometimes 
financed by advertising methods do not depend upon 
working up the enthusiasm of investors to the point 
of subscription. They merely make plain, cold state- 
ments of the facts — or of such facts as they choose 
the public to know. The public then invests on the 
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Strength of these statements and on the reputation 
and standing of the parties who make them — ^not infre- 
quently, as in the first financing of United States 
Steel and Amalgamated Copper, to their sorrow. 

The usual enterprise presented by advertising can- 
not, however, adopt this plan. The names of its 
promoters are not often well enough known to be an 
element of much strength. Nor is the past history of 
the enterprise or its present condition usually of such 
a nature as to be in itself an inducement. What 
does attract the small investor is the low price at which 
stock is offered — one or two cents perhaps purchasing 
a dollar share — ^and the very great possibilities of 
future profit. 

In presenting an enterprise by this method, the 
safety of the enterprise and the honesty and ability 
of its management should, of course, be emphasized 
to the utmost degree that the facts will warrant, but 
the small investor's great desideratum is large profits, 
and almost everything else is subservient to this one 
end. So marked is this tendency that not only are 
funds secured by Franklin Syndicate offers of impos- 
sible profits (ten per cent, a week) without any respon- 
sible backing, but the even more barefaced and ethe- 
rial "Do You Dare" ads. which neither professed hon- 
esty nor promised profits, found material support a 
few years since on the mere intimation that from some 
unknown source and in some mysterious way aston- 
ishingly large profits might be forthcoming. 

For the ordinary honest enterprise, however, due 
regard must be paid to the decencies of financing. 
The facts as to the present condition of the property 
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and die standing and ability of the management must 
— if stated at all — ^be stated exactly as they are. Also 
any facts as to profits, if stated, must be facts. Usu- 
ally, however, when we come to profits, facts are 
unattainable and the promoter has free sway to make 
the best use of the materials he can. Nothing short 
of development can determine what these profits will 
really be and the promoter is therefore entitled to state 
his beliefs and expectations as strongly as he sees fit. 

It is not infrequent to hear the profit claims of such 
prospectuses denounced as false and misleading. Some 
of them unquestionably do go too far, announcing the 
beliefs and expectations of the promoters as facts. 
This is, of course, entirely unjustifiable and is liable 
to bring the promoter within the grasp of the law. 
He may, however, express his own convictions and 
beliefs, stated as such, as freely as he pleases, and the 
promoter whose inner convictions will not stand the 
strain of the most glowing presentation the occasion 
can possibly demand, has either mistaken his calling 
or has stumbled on an extraordinarily poor property. 

In this connection an extract may be allowed from 
Mr. Roweirs very interesting work, "Forty Years an 
Advertising Agent." This describes the difficulty in 
securing suitable advertising matter for a patent medi- 
cine which he was then about to exploit. The princi- 
ples involved are much the same as those with which 
the promoter must struggle when an enterprise is to 
be financed by public presentation. Mr. Rowell says : 
"There is an unsuspected difficulty, too, in preparing 
advertising matter that will not seem tame and value- 
less beside the more glowing announcements that 
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appear daily in the public prints. * * * It seems 
to be universally admitted among those who have 
had most experience, that in the announcements that 
are issued the advertiser must put it strong. 'You are 
starting out on a long up-hill journey/ said a man 
to me whose life had been spent in kindred lines, 'and 
you must write your advertisements to catch damned 
fools — not college professors;' then, after a moment, 
he added, 'and you'll catch just as many college pro- 
fessors as you will of any other sort.' " 

The somewhat roughly expressed ideas of Mr. 
Rowell's adviser must not be taken too literally, but 
their underlying truth will be recognized by any pro- 
moter experienced in public presentations. A calm, 
direct and accurate statement of facts would not at- 
tract. A more alluring presentation is absolutely 
essential. Usually this requires advertisements and 
printed matter of a high degree of excellence — ^not 
always as literature perhaps, but certainly as to at- 
tractiveness and general effectiveness. , Very occasion- 
ally this seems to be attained by the rule of contraries 
when a poorly worded, badly printed and generally 
defective prospectus succeeds from the mere fact of 
its crudity. Seemingly the roughness of the prospectus 
is taken as an evidence of the simple honesty and sin- 
cerity of the people behind the enterprise. This frame 
of public mind cannot, however, be relied upon and the 
prospectus and other printed matter must usually be 
the most attractive and persuasive that can be devised. 

The great defect in most prospectuses used in public 
presentations is, from the standpoint of the more in- 
telligent investors, an evasion or avoidance of the 
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facts which must be known before the safety of the 
enterprise, and, dependent thereon, the safety of in- 
vestment can be judged. In the better class of public 
presentations these facts are gone into with commend- 
able detail, but in the reckless financing so frequently 
attempted by this method they are usually evaded 
or omitted. When absolutely fraudulent enterprises 
are presented by advertising methods, these features 
are sometimes presented in full detail, and, notwith- 
standing the falsity of the alleged facts, with such 
cleverness and verisimilitude of truth as to deceive 
the very elect. 

In the prospectus of any legfitimate presentation the 
capitalization and its connected details should be given ; 
any property owned by the company be described; 
the way in which it was acquired be stated, and the 
manner in which it is held and the consideration for 
its transfer to the company be clearly set forth. The 
name and personal standing of each member of the 
management should also be given, or at least of those 
actually in charge; the financial condition and needs 
of the enterprise should be explained, and in short all 
the facts that a good business man would wish to 
know before investing should be set out clearly and 
without evasion. Where this can be done the pre- 
sentation is, if the facts are favorable, the profit possi- 
bilities good and the offer liberal, a very strong one 
and should carry. If the conditions will not permit 
of such a statement, the unfavorable facts should of 
course be presented in the best light possible or else 
be avoided entirely, so far as it can be done without 
material concealment. 
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CHAPTER XXXIV. 

PUBLIC PRESENTATION. 

Newspaper and Magazine Advertising. 
(Continued) 



In a public presentation by newspaper and magazine 
advertising the selection of the advertising mediums 
— that is, the publications to advertise in — is a matter 
of paramount importance. Their selection will be 
governed by the kind of enterprise that is presented, 
the funds at command and the offer that is to be 
made. The larger, bolder and strongly backed enter- 
prises will select the daily papers of the larger cities, 
preferably the Sunday editions, taking on occasion 
whole pages. A thousand dollars a page is, however, 
rather heroic treatment even for a robust advertising 
appropriation, and most enterprises seeking publicity 
will avoid these papers or take small space. The 
financial, investment and mining papers are favorite 
mediums. The technical publications are sometimes 
good, and special enterprises will frequently indicate 
by their character the mediums in which their adver- 
tisements should appear. 

For the inexperienced promoter this whole matter 
of advertising and selecting a medium is one of much 
difficulty. Usually he does not know to just what 
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classes his enterprise will appeal, or in what part of 
the country they are to be found, or what publications 
will reach them. He may, of course, determine the 
matter by actual experiment, but this is a procedure 
involving time, trouble and much expense. Probably 
in any case of the kind the employment of an adver- 
tising agency will be advisable. There are unsus- 
pected possibilities of assistance in these agencies and 
they can frequently be employed to great advantage. 

In some cases it will be fotmd advisable to put the 
whole matter in the hands of a financial agent. In 
such case the financial agent will undertake the whole 
campaign for a percentage of the proceedings, or per- 
haps a certain amount for each share of stock sold. 
The scope of the financial agent's work and his com- 
pensation vary with the conditions and the arrange- 
ment. In the report given in the present chapter it 
will be noted that the fiscal agents receive fifteen per 
cent, of the gross proceeds. In some of the easier 
flotations the percentage may be less. As a rule, how- 
ever, it will be at least fifteen per cent, and frequently 
much more, particularly when the financial agent ad- 
vances money for the preliminary expenses of the 
campaign, as is occasionally done. His work is of 
the greatest importance, requires skill and experience, 
and demands and receives a fair compensation. 

The newspaper or magazine advertising of a public 
presentation is usually intended to be merely the first 
step towards the sale of stock. If the advertising is 
successful, some few subscriptions will be received in 
direct response, but these, though welcome, are en- 
tirely incidental, the main object of the advertising 
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being to secure the names of people who are interested, 
or who may be interested in the investment. Subse- 
quent efforts are then required to work this interest 
up and turn it into stock subscriptions. 

It would of course be very advantageous if subscrip- 
tions could be secured at any reasonable cost in direct 
response to advertising in the public prints. The 
"follow-up" involves trouble, expense and delay, and 
if avoided the saving would be material. To this end 
advertising is sometimes framed on mail order lines, 
the idea being to make the presentation so complete 
or so satisfactory in itself that the reader, instead of 
sending for circulars or further particulars, will at 
once forward his subscription. The attempt is but 
seldom successful. A fairly complete presentation, 
requiring considerable very costly advertising space, 
is usually necessary to produce such results, and it 
is but rarely that the advertiser has this space at 
command or could produce results that would justify 
its cost if he had. 

Occasionally, it must be admitted, an advertisement 
of moderate size is seen in which the presentation is 
made so concisely and yet effectively that it does pro- 
duce direct subscriptions. On the other hand, ad- 
vertisers sometimes disregard the limitations of cost, 
and print what is practically a complete prospectus 
in the advertising pages of magazines or other suita- 
ble publications. This is done on the assumption that 
direct subscriptions will be secured and that the elimi- 
nation of the delay and expensive follow-up work 
thereby effected justifies the somewhat excessive ex- 
penditure. 
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It may be said generally that any advertising that 
pays is good advertising, but the wisdom and economy 
of making a full presentation of the offering — ^unless 
it can be briefly done — in the costly advertising pages 
of newspapers and magazines, is always a matter of 
grave doubt. Advertising in any desirable medium 
seldom runs less than $ioo a page, and ranges upward 
from this minimum to the thousand or more dollars 
paid the newspapers of the larger cities for page ad- 
vertisements in their Sunday editions. It is obvious 
that in any legitimate enterprise the subscription re- 
turns must be very large to justify such a presentation 
cost, and in practice such results are not often secured. 

If the attempt is to be made, the Sunday newspaper 
— ^the most expensive advertising of the kind — ^will 
probably produce the best results. It is but seldom, 
if ever, that the extended presentations which appear 
on occasion in the monthly magazines are profitable. 
The lengthy prospectus of the Cash Buyers' Union 
of Chicago, which appeared a year or two since in 
the advertising pages of some of our popular maga- 
zines, affords an excellent example of an attempt of 
this kind. The presentation occupied from eight to 
ten pages and hardly cost less than $ioo a page in 
the cheaper mediums. In the better mediums the cost 
was much greater. The ensuing bankruptcy of the 
concern with net liabilities stated to be over $1,000,000 
was to be anticipated, not as a direct result of this 
advertising, but as the general result of the extrava- 
gant and reckless management of which such adver- 
tising is apt to be indicative. 

The advertising of a public presentation usually 
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includes a request to send for a prospectus or other 
printed matter. Sometimes responses are encouraged 
by special inducements. A mining enterprise will 
offer to send samples of ore to all applicants for its 
prospectus; a plantation company will give handsome 
photographs of its property; other advertisers will 
include some publication of small cost but attractive 
title, as "How Money is Made," "The Road to For- 
tune," "The Investor's Guide," "The Gates of Gold," 
etc., etc., the whole object being to attract attention 
and interest people to the point of sending in their 
names. 

It is doubtful whether inducements of a popular 
nature, such as samples of ore or photographs, are 
ever advantageous. It is almost certain that at times 
they are distinctly the reverse. Many people respond 
merely for the sake of securing the offered induce- 
ments without the least interest in the underlying en- 
terprise or in investments generally. In such cases 
the names are of no more value than if they were 
copied at far less expense from some public directory. 

Booklets of the kind mentioned, which appeal di- 
rectly to the classes of people to be reached, i. e., in- 
vestors, are much better. Even though the party 
responding writes merely to secure the booklet, it is 
a fair presumption that he is interested in investments 
generally and may by judicious treatment be inter- 
ested in the particular investment under consideration. 

A name secured in response to advertising is a far 
more valuable property than one obtained from a 
purchased list. It presumably represents a fresh "un- 
worked" enquirer — a prospective investor looking for 
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an investment and already interested in the particular 
enterprise. The application is therefore treated with 
all due consideration. Usually a fac-simile or circular 
letter accompanied by a prospectus is sent at once to 
the enquirer. An order blank and return envelope are 
also enclosed with these. Occasionally, in addition to 
the material mentioned, a mass of other printed matter 
is included. This, however, is apt to be prejudicial, 
as too much material is unattractive and confusing, 
requiring study in order to fit each piece in its proper 
place and preventing that easy assimilation of the 
whole presentation which is desirable. The addition 
of a map or report or special proposition is good if 
it strengthens or adds interest to the presentation, but 
not otherwise. As a rule, any presentation material, 
outside the fac-simile letter, should be incorporated 
in the prospectus. Or, if not closely enough connect- 
ed to appear in the body of the prospectus, this other 
matter may be botmd up with it in the form of ex- 
hibits. It is hardly necessary to add that printing 
and paper should be at least good enough to be at- 
tractive, that each piece of matter should be neatly 
folded, and that the whole should present a clean, 
business-like appearance and be "confidence-inspiring.*' 
The inclusion of an order blank and return envelc^e 
is almost invariable and is advisable on the general 
principle that anything is good which makes it easier 
for the recipient to send in his subscription. Nothing 
is so dangerous as delay when an investor's mind has 
once reached the subscribing point. The general mot- 
to of present-day advertising is "Do it now,'* and the. 
mere fact that the party has no envelope at hand, or 
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cannot find a sheet of letter paper is quite sufficient 
to defer a subscription, and a deferred subscription 
so frequently means a lost subscription that every care 
should be taken to prevent postponements. The re- 
turn envelope is sometimes stamped as a means to this 
end. The practice is of doubtful value. It is expen- 
sive and is too obviously and anxiously a smoothing 
of the way. 

If the prospectus and accompanying material sent 
out to an enquirer produce no result, they are followed 
up and supplemented from time to time by follow-up 
letters or other printed matter. The follow-up letters 
are usually sent out at intervals of a few weeks. Their 
composition affords unlimited room for skill, as results 
are directly dependent upon the excellence of the let- 
ters. Sometimes the follow-up letter will be an actual 
personal letter, and this is particularly desirable where 
any special reasons or local conditions may thereby 
be brought to bear upon the particular enquirer. 

When form letters are used every effort is made to 
give them a personal tone. The body of the letter 
will be a faithful reproduction of a tjrpewritten letter. 
The signature at the end will either be actually written 
with pen and ink, or else be printed in fac-simile so 
as to give a faithful reproduction of a real signature. 

Nor does the personalization of the letter stop here. 
At times in the preparation of such a letter the first 
and last paragraphs, or perhaps some intermediate 
paragraph, will be omitted entirely and be written in 
at the time the letter is used, some local name or 
reference being introduced. A suitable blank will also 
be left here and there in the body of the letter for 
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the insertion of the name of the party addressed or 
for some reference to the town or village in which 
he lives. 

When such a letter is skilfully filled in, it may not 
perhaps deceive the elect, but it sometimes has them 
puzzled. 

The number of follow-up letters sent will vary with 
the conditions, with the enterprise, the results secured 
and the ideas or practice of the particular concern. 
Sometimes an enterprise will in a short time secure 
all the money it needs, and then follow-up letters will 
naturally cease. Usually at least half a dozen such 
letters will be sent at proper intervals before a name 
is dropped. In continuing enterprises, or in the case 
of a concern which finances successive enterprises, 
follow-up letters and printed matter will sometimes 
be sent to an enquirer for years before his name is 
"killed," even though after the first enquiry no re- 
sponse has ever been received. 

Of the value of the follow-up letter there can be 
no question. Ordinarily if an enquirer is willing to go 
to the trouble and expense — trifling though it may be 
— of responding to an advertisement, he is almost cer- 
tainly interested. It is true that if injudicious induce- 
ments are offered, such as free samples of ore, pictures, 
etc., an avalanche of responses are likely to be secured 
from people who neither have the desire nor the money 
to invest and who are therefore not worth following 
up. Also in all cases there will be some few responses 
from people impelled by mere curiosity or a general 
desire to keep in touch with work of this kind, and 
these names are likewise of but little value. The 
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great majority of responses will, however, be from 
parties who either are interested or who may be in- 
terested, and a list of names so secured is of people 
who have money to invest and who are looking for 
investments. 

These names are choice names and a failure to 
respond to the first appeal is not even a discouraging 
symptom. A thousand reasons may account for the 
first failure. The presentation may not have been 
sufficiently attractive; the terms may not have been 
quite right; other demands may have diverted the 
immediate funds intended for investment; the enquiry 
may have been made with a view to the future ; the 
matter may — as is often the case — ^have been post- 
poned temporarily, or the party, while favorably im- 
pressed, may not have been interested to the point of 
investing. 

In any of these or in many other cases that arise, 
the follow-up letter may produce results. Not know- 
ing just what the difficulty is in each particular case, 
these letters can only strike at it in a general way. 
The various letters should, however, take the matter 
up from different standpoints and each letter, if skil- 
fully prepared, should meet the objections of, and 
succeed in interesting a certain number. A general 
"whoop-'em-up" letter will sometimes decide the hesi- 
tating. An offer of special terms of payment may 
bring in a number more. An offer to reserve a cer- 
tain number of shares before the price of these shares 
is raised may prove attractive to others. At all times 
a letter announcing progress or new facts of material 
advantage is good. Sometimes a follow-up letter will 
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be sent enquiring directly why no response has been 
received to preceding communications. Such a letter 
is sometimes excellent, but must be very tactful and 
courteous to produce good results. If otherwise, it is 
almost sure to be offensive, and is then much worse 
than no letter. 

It is to be borne in mind that follow-up letters, 
if not prepared with skill, or if too frequent, are apt 
to become irritating and have exactly the reverse of 
the effect intended. In one case known to the writer, 
no less than twelve follow-up letters were received in 
as many weeks. The letters were not bad, but there 
were too many of them. The first effect of this hot 
pursuit was irritation, changing later to amusement. 
Neither effect was good. When, however, the follow- 
up letter is not too long, is well prepared, is of interest, 
not too frequent, and, above all, is good-natured or 
business-like in its tone, the results are almost always 
good. With a suitable list of names, a good follow-up 
letter to the second or third edition, and even further, 
should bring profitable results. 

Various devices are used to reinforce, the printed 
matter and increase the general effectiveness of an 
advertising campaign. One very familiar plan is to 
fix a certain date for an increase in the price of stock. 
Frequently this is an arbitrary advance at an arbitrary 
date, though of course founded on the assumption that 
the development of values behind the stock justifies 
the increase. However this may be, it is announced 
that on a certain date the increased price of stock 
will be effective and the purchasers are besought to 
enter the fold before their entrance is made difficult 
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by the higher price. Usually about the date for the 
advanced price to become effective, a follow-up letter 
gives notice of the imminence of this increase, but 
also states that stock will be reserved at the old price 
for anyone making immediate application, pajrment to 
be made within some specified time, as in thirty, sixty 
or ninety days. 

At the appointed time the price is raised. As a rule 
purchasers coming in within a very short time there- 
after — if they will not pay the advanced price — are 
slipped through on the old basis. The general sale 
goes on, however, at the higher level and the increased 
price is pointed to as absolute and final proof of the 
solidity of the enterprise and the profits accruing to 
its stockholders. After a decent interval another 
raise is announced and the campaign again swings 
round the same interesting and effective circle. 

The report printed in the preceding chapter affords 
a very graphic exposition of this practice, showing 
both the manner and the results. As will be noted, 
sales began at one cent a share, at which price the 
largest number of shares were sold. The largest re- 
ceipts, however, came from the sale of stock at two 
cents a share. This is probably due to the fact that 
the price of stock was then still at an attractive fignre 
while the increase in price had given confidence in 
its future. From two cents, as will be seen, the stock 
went to three cents, five cents, six cents and finally 
to ten cents a share, good results being secured at each 
of these advanced prices, though not at all equal to 
the results of the first offerings at one and two cents. 

Such increased prices are usually justified — ^nomi- 
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nally at least — by the improved conditions of the en- 
terprise or by new discoveries made, as a pay streak 
or a rich pocket in a mine, or by the acquisition of a 
new or competing invention, or the closing of a profit- 
able contract in an industrial enterprise. Sometimes, 
however, they are justified by the mere fact that the 
enterprise has been widely advertised, that money has 
been secured for the treasury, that a market has been 
created for its stock and that, therefore, the stock is 
worth more than before. 

As a stock-selling measure the plan is common 
and effective and can hardly be condemned. 

Another favorite device for the furtherance of stock 
sales is to announce the conclusion of the sale. The 
following announcement of this kind is taken from the 
recent circular of a house dealing in one of the wire- 
less telegraph stocks : "This is absolutely our last offer 
of these securities at this price. There will be no 
more for sale. You will do well to take advantage 
of this final opportunity and order all you can possibly 
take at our price of $7 per certificate." 

The general idea of such an offer is entirely proper 
and is frequently an effective measure, but in this 
particular instance, as the same stock was then being 
offered and is still offered quite freely on the open 
market at figures much less than those of the pro- 
moters, their final offer seemed to be lacking both in 
inducement and in satisfactory conclusiveness. Too 
many "last appearances" tend to destroy confidence. 

In connection with a public advertising campaign 
of the kind under discussion, it is not unusual for 
the fiscal agents or other parties in charge to appoint 
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selling agents in diflferent parts of the country, who 
will call upon enquirers and endeavor to secure their 
subscriptions. The effect of personal work of this 
kind is, of course, much better than printed matter 
alone if the agents are men of ability, though occa- 
sionally people object to this "follow-up" method. 
When agents are employed the names of enquirers 
in their territory are sent to them as received at the 
central office. These enquirers are then usually left 
entirely to the agent for subsequent work, though if 
the agent is unsuccessful, follow-up letters and printed 
matter are sometimes again sent from the central office 
to these hard-headed enquirers. 

Sometimes the financing of speculative enterprises 
is carried on mainly or entirely by means of these 
agents. Usually, however, advertising is also carried 
on to assist and reinforce their work. When this is 
not the case, the agents who have the matter in hand 
must of necessity either be men possessing a circle of 
friends or acquaintances to whom they can present 
the matter, or otherwise be capable of securing access 
to desirable parties. The whole presentation then be- 
comes one of personal appeal governed by the same 
principles as in any other private presentation. The 
method is effective but is expensivcf and could hardly 
be satisfactorily used for the financing of a single 
enterprise. 

Such methods are usually employed by concerns 
which finance one enterprise after another, the same 
machinery being used for all. In such case an at- 
tractive enterprise is taken up, capitalized liberally 
and the stock placed for sale in the hands of these 
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canvassers. These agents are usually supplied with 
effective printed matter, and the details of the cam- 
paign are left in their hands, subject only to general 
supervision and direction from the central office. 

In oonclusion it may be said that the field of financ- 
ing by public presentation, whether the campaign be 
by circtdar letter, by agents, by the usual advertising 
methods or by any combination of these, is extensive. 
There is practically unlimited money ready for invest- 
ment if it can be reached in the right way. The 
method, however, requires an attractive proposition, 
a skilful presentation and favorable conditions. All 
of these must be present, and even then success is not 
always attained. 

Some of our readers will probably recall an attempt 
made some years since by the Siegel Cooper Company, 
of New York City, to place their stock among the 
smaller investors of New York and its vicinity. An 
eight per cent, preferred stock in shares of small par 
value was offered for public subscription. The mo- 
tive of the appeal, as stated, was to secure a large 
nuftiber of small stockholders who, being financially 
interested in the welfare of the store, would for that 
reason both buy from it themselves and use their 
influence to induce others to do the same. The matter 
was presented widely in New York City by broadcast 
circular work and by general advertising. There was 
no lack of money to make a thorough presentation 
and its manner was reasonably good. The result was, 
however, so nearly a failure that the entire offering 
was withdrawn. 

In this case the failure seemed to be due to a lack 
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of Speculative attractiveness in the proposition. A 
fixed percentage, liberal, it is true, was offered, but 
no further possibility of profit existed and apparently 
the people to whom the appeal was made were not 
looking for a mere eight per cent, investment under 
conditions of which they were not fully informed and 
of which they did not feel absolutely sure. If par- 
ticipation in general dividends had been offered after 
the preferred dividend was paid, the result of the 
presentation might have been different. 

It is to be noted that another presentation of much 
the same general character was made a few years later 
by Sears, Roebuck & Company, the mail order house 
of Chicago. This business was incorporated under the 
laws of New York State with a capital of $40,000,000, 
of which $10,000,000 is a seven per cent, cumulative 
preferred stock, redeemable at any time upon pay- 
ment of one hundred and twenty-five per cent. This 
preferred stock was offered largely in New York City 
at a price of ninety-seven and one-half per cent, with 
accrued dividends from July ist, 1906. 

In this case the securities possessed no speculative 
attraction, and whether they had sufficient solidity, 
convertibility and fixed return to appeal to the con- 
servative investor was then doubtful. The offer was 
first made by circulars sent to selected names. This 
was followed by a general presentation in the public 
prints. The campaign was managed with considerable 
skill, and if any difficulties were encountered they 
were due to the nature of the offering, not to deficien- 
cies of the presentation. The sale was successful. 
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PART VI. SPECIAL FEATURES OF 
PROMOTION. 



CHAPTER XXXV. 
TRUST FUND GUARANTEES. 



In the promotion of speculative enterprises, and 
particularly in the promotion of mining enterprises, 
various methods of avoiding or diminishing the risk 
to the individual investor have been sought, — not usu- 
ally out of regard to the investor, but to add to the 
attractiveness of the enterprise. Of the methods now 
in use the best known are those termed the "trust 
fund" and "guaranteed stock," both having the same 
general object of reducing the investment risk. 

In passing it may be said that these terms, when 
used in their "promoting" sense, do not carry the 
real weight and safety supposed to characterize the 
same terms when used in general finance. They were 
presumably selected for the reason that they do bear 
some likeness to their distant relatives of ordinary 
finance, and because they do have a conservative and 
confidence-inspiring sound. 

In the general consideration of these alleged protec- 
tive measures — the so-called "trust fund" and "guar- 
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anteed stock" — it is assumed that they are employed 
and made effective in good faith. It is certain that 
in many cases these asstimed conditions do not obtain. 
It is equally true that this improper employment of 
the devices — which are legitimate enough in them- 
selves — ^has brought them into an odium and disre- 
pute which is not entirely merited. 

The "trust fund" is a form of industrial insurance 
sometimes used by promoting concerns for the pur- 
pose of protecting or guaranteeing their investors. 
These concerns make a practice of taking up and 
floating one speculative enterprise after another. 
They usually pose as financial agents of the enterprises 
exploited. They might perhaps be more correctly 
designated as owners and promoters, as the enter- 
prises are usually, in fact if not in name, their own. 

The general plan of the trust fund is as follows: 
Each enterprise taken up by the concern employing 
the device is capitalized at a liberal figure. This capi- 
talization is rendered "full-paid and non-assessable" 
— in name at least — by its issue in exchange for the 
patents, mines or other property forming the basis 
of the enterprise. A portion of the stock — usually 
termed "promotion stock" — is retained by the owners 
or promoters. A portion is returned to the treasury 
to be sold in securing money for the development 
of the enterprise, or for other company purposes. Any 
special demands upon the stock are then satisfied and 
the remainder is reserved for the alleged protection 
of the concern's investors. This is the so-called "trust 
fund." 

The proportion of stock reserved for this trust fund 
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varies with the conditions of the particular fund. It 
is presumable, however, that as the managing concern 
is generally the "residuary legatee" of the trust fund, 
the proportion reserved will be liberal. Each enter- 
prise capitalized contributes in this way its quota to 
the trust fund. Then if any one of the enterprises 
fails or is not sufficiently profitable to justify ftuther 
operations, that enterprise is dropped and its out- 
standing stock is replaced with some other stock — 
either of demonstrated value or of undemonstrated 
worthlessness — taken from the trust fund. 

The amount of the trust fund, the methods of its 
application, the disposition of any dividends accru- 
ing, and the other details will of course, lying as 
they do entirely within the province and absolutely 
within the discretion of the concerns creating them, 
vary materially in different cases. The general plan 
is, however, the same, stock of each concern financed 
being reserved for the protection of the investors of 
the general series. From one point of view this re- 
serve is really a trust fund, being held by the concern 
creating it in trust — to a greater or less extent — 
for the general benefit of stockholders in the particular 
chain of enterprises. 

The following somewhat flamboyant quotation from 
a recent prospectus affords a good illustration of the 
usual trust fund presentation: 

"Our Trust Fund. 

"The vital and important points for investors to 
consider are safety and profit. When the two can 
be secured in one investment, the combination is ideal. 
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Countless thousands of investors would gladly share 
in the excessive profits of successful mining compa- 
nies if they could feel that their funds were perfectly 
safe. ♦ * * In order to do away with every ele- 
ment of risk, to remove chance, speculation, or possi- 
bility of loss and make an investment in any of our 
companies positively and absolutely safe, and at the 
same time highly profitable, we have established a 
special Trust Fund, to which all the companies we 
control and operate contribute a large portion of their 
stock. ♦ * ♦ 

"In operating a number of mining and oil enter- 
prises according to our methods, while it is possible 
that some of them may not prove profitable, yet the 
large majority of them are absolutely certain to turn 
out successfully. If, therefore, after a reasonable 
amount of development, or after operating one of the 
properties a reasonable length of time, any of our 
enterprises should not prove profitable or successful, 
we stand ready to, and we will, by virtue of our Trust 
Fund, reimburse the purchasers of stock in any such 
company, by giving them in exchange, without any 
further expense to them in any way, stock in some 
other company that has proven successful, for the full 
amount of their original investment, thus guarantee- 
ing the anticipated profits and making a loss impossi- 
ble. ♦ * * By this means the stocks we sell are 
made as safe as gilt-edged bonds or any other low- 
interest bearing securities. * ♦ ♦ Perfect safety 
combined with the great speculative profits of legiti- 
mate mining operations are thus secured." 

The claims of the foregoing quotation as to the 
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effect of the trust fund are as absurd as they are 
irresponsible. At the same time the basic idea of the 
trust fund is neither unsound nor improper. If a 
number of enterprises are selected with the care and 
scientific knowledge that would be easily possible to 
a strong, well-equipped concern, and if these enter- 
prises are at all well managed, it is obvious that a 
proportion will be successful. Also as these enter- 
prises are of a speculative nature it is probable that 
the successful ones will be largely profitable. It is 
clear, then, that if any reasonable proportion of the 
stock of each one is reserved and held as a protection 
against the failure of any one or more of the enter- 
prises, the risks of the investors in each particular 
enterprise fostered by that concern will be much di- 
minished. So far the scheme is good and to be 
commended. 

It will be recognized, of course, that a trust fund 
composed of worthless stocks is of no protection to 
anyone, and when so constituted, as seems to be the 
case in several prominent examples of its use, it is 
nothing more than an^ ordinary, or extraordinary, 
swindle. Such funds are not considered here. 

Even when it is honestly constituted, however, there 
are in practice points of disadvantage connected with 
the trust fund that do not appear at first sight. The 
most important of these relate to the methods by which 
the fund is held, to the limited security it affords and 
to the diminution of general profits when it is em- 
ployed. 

Trust funds of the nature under consideration are 
in most cases held and managed by the promoting 
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concern which creates them. This control is usually 
absolute. The restrictions under which the fund is 
held are determined and fixed by the holding concern. 
If these are good and the particular concern admin- 
isters the trust fairly, the fund may be a very excel- 
lent institution. If, however, the proper restrictions 
or regulations are not provided, and the concern in 
charge is disposed to administer the fund unfairly or 
even improperly, the opportunity is very open. 

Under these conditions the questions naturally arise 
when any investment protected by a trust fund is 
under consideration — what are the exact rights of 
stockholders in this fund, or have they any absolute 
rights, and if so, what assurance have they that these 
rights will be recognized ? The answer to these ques- 
tions is but seldom, if ever, as explicit as would be 
desirable. In most cases it is lamentably evasive and 
deficient. 

Not only are the general conditions of the trust 
fund and the status of its "protected" stockholders 
uncertain, and therefore unsatisfactory, but in most 
cases the controlling concern is, as already stated, the 
residuary legatee of the fund. In other words, any 
stock or cash of the trust fund not paid out in the 
protection of stockholders ultimately reverts to it. 
Every dollar kept from the stockholders comes into 
the hands of the concern. We then have the spectacle 
of a trustee in absolute control whose interests, in 
part at least, are directly opposed to those of the 
parties for whom this trustee is acting. Obviously 
the conditions are not such as to create any great 
amount of confidence either in the trust fund or in its 
trustee. 
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It is not at all improper that the controlling concern 
should be the residuary legatee of the trust fund. It 
would seem perhaps fairer that any remainder should 
revert to the stockholders of the protected enterprises, 
but the reversion to the managing concern is legiti- 
mate if so arranged and agreed to by those interested, 
and does to some extent serve as an incentive to a 
careful selection of properties for development and a 
conservative management thereafter. The uncon- 
trolled administration of this fund by the managing 
concern is, however, grossly improper and sufficient 
in itself to cast suspicion on the whole arrangement. 

Even if properly administered, the protection afford- 
ed by the trust fund is, or may be but partial. Let 
us assume for the sake of illustration, that ten enter- 
prises have been capitalized at the same figure — ^say 
$1,000,000 each — ^that twenty per cent, of the stock 
of each one has been reserved for a trust fund to 
protect the interests of the stockholders, and that all 
the remaining stock of the co-operating companies has 
been sold or otherwise disposed of. Presumably a 
majority of the enterprises, if they have been well 
selected, will be successful and the stock held in the 
trust fund will acquire a recognized value. Then, if 
one of the enterprises proves an entire failure, the 
stockholders of that particular company are reim- 
bursed from the trust fund — ^that is, they receive other 
more or less valuable stock in place of that originally 
purchased. 

But this reimbursement has drawn heavily on the 
reserves of the trust fund. As originally constituted 
it contained twenty per cent, or one-fifth of the capi- 
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tal Stock of each company, which, on the basis of the 
assumed capitalization of $1,000,000 each, would total 
$2,000,000 face value of stock. The failing enterprise 
would then reduce the reserve fund by a full one-half 
— ^$800,000 required to replace the outstanding stock 
of the "deceased" enterprise and $200,000 of stock, 
contributed to the fund by the enterprise itself, made 
worthless by its failure. 

The trust fund is then still existent and still a pro- 
tection, but to a much reduced extent. It now con- 
tains but $1,000,000 face value of stock. If, however, 
another total failure occurs, another million of stock 
will be absorbed, the trust fund will be wiped out 
completely and its protective power is destroyed. 
Then if other failures occur the stockholders in the 
failing companies will lose their entire investment. 

Of course in practice the entire stock of each com- 
pany might not be issued, or a larger reservation than 
that assumed might be made for the trust fund, or 
the failures might not be complete, or might not be 
numerous, or additional contributions to the fund 
might be drawn from the protected enterprises, or 
some pro rata arrangement might extend to all losses, 
or some other provisions might be made to render 
the fund more elastic and a more adequate protection. 
The illustration is only designed to show roughly the 
workings of the fund, and to bring out the fact that 
its protection is very far from complete. In other 
words the risks of an investor in one of these trust- 
fund-protected enterprises are not as gpreat as they 
would be if the trust fund did not exist, but they are 
not by any means entirely removed. 
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As to diminution of profits we come to the general 
proposition that obtains in any form of insurance, that 
any protection secured must be paid for. In the case 
of the trust fund it is obvious that if it is to be effective 
a considerable proportion of the stock of each enter- 
prise must be reserved, and this necessitates an in- 
creased capitalization. 

Ordinarily the capitalization of a speculative enter- 
prise is large. Stock must be issued for the properties 
secured, promoter's profits must be provided for, and 
sufficient stock must be reserved for sale to cover the 
heavy expenses of financing and to produce an ade- 
quate operating capital. When the trust fund is em- 
ployed, in addition to these ordinary requirements, 
its reservation must also be included. The company 
is therefore capitalized at a materially higher figure 
than would otherwise be necessary, and as the value 
of each share is thereby decreased, each individual 
stockholder involuntarily contributes his pro rata to 
the trust fund reservation and thereby pays for its 
protection. That is, if he buys 10,000 shares in the 
"protected" company — shares being $1 each — instead 
of getting 10,000 shares in a company capitalized at 
perhaps $1,000,000, he gets 10,000 shares in a com- 
pany capitalized at perhaps $1,200,000 or $1,500,000, 
this larger capitalization being imposed upon the cor- 
poration in order to allow for the trust fund reser- 
vation. In other words, instead of getting i-iooth 
of the whole capitalization for his money, he gets 
i-i20th or i-i50th. His interest in the mine or other 
subject matter of the enterprise is therefore smaller 
chan would otherwise have been the case, and of course 
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his participation in dividends is diminished in an equal 
proportion. 

It is also to be noted that usually when a trust fund 
is created the capitalizations of the protected enter- 
prises are not increased solely by the amount reserved 
for the trust fund, but, on the mere strength of having 
a trust fund, are jumped up arbitrarily to an unneces- 
sarily high figure. This "unearned increment," it is 
only fair to presume, inures to the benefit of the pro- 
moters and financial agents of the enterprise. 

In any case it will be seen that the "financial agent" 
or the concern managing the matter does not in any 
way bear the burden of this trust fund — except possi- 
bly as a stockholder of some or all of the enterprises 
— ^but that it falls entirely on the stockholders them- 
selves. That is, these latter get a certain amount 
of insurance and they pay for it. Whether they pay 
more than its worth is difficult if not impossible for 
the ordinary stockholder to tell, as the matter could 
only be determined by an "inside" and somewhat 
intricate investigation. 

The general idea of industrial insurance involved 
in the trust fund is sometimes worked out on a differ- 
ent and simpler basis. Under the trust fund arrange- 
ment the concern in charge takes up a number of 
different enterprises and capitalizes and floats them 
separately, reserving a quota of each capitalization for 
the common protection. Under the simpler arrange- 
ment referred to, but one large corporation is organ- 
ized and the different enterprises to be developed are 
taken up by this one large concern. Each enterprise 
then is included with the others under the one capitali- 
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zation and instead of stock being sold in each particu- 
lar enterprise as under the trust fund system, stock 
is sold only in this main company. Each stockholder 
is therefore interested in and his stock is supported 
by every one of these enterprises. 

If the enterprises of the large or exploiting com- 
pany are well selected and no special ill luck is en- 
countered, the company as a whole will be successful. 
If any one of the enterprises fails, there are no indi- 
vidual stockholders in that particular enterprise to be 
recouped, but the loss falls automatically on the com- 
pany at large. In other words, the stock held by each 
stockholder is worth less than it would have been had 
that enterprise been successful, but, being based on 
a number of enterprises, still has a value dependent 
on the value of those which still remain. The plan 
is superior to that of the trust fund in several respects. 

It may seem paradoxical, but under the usual trust 
fund scheme the original stockholders incur losses 
whether business losses are sustained or not. In 
other words they have to pay for their insurance. 
The managers tax each enterprise in advance for its 
pro rata of trust fund stock. If failures occur this 
stock is presumably used to recoup the sufferers. If 
losses do not occur the stock is usually pocketed by 
the managing concern. In either event it is lost to 
the original stockholders. It is obvious that this offers 
a direct temptation to the managers to make an over- 
reservation under plea of protection to stockholders. 

Also, in the absence of some provision giving it an 
equalizing elasticity, the protection of the trust fund 
is unequal. If the managers have made a sufficient 
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reservation to cover all losses, the protection is equal 
and sufficient; if not, the first sufferers will be pro- 
tected, but those that come later will not. 

In a large exploitation company, on the contrary, 
losses are automatically adjusted as they are met. 
In other words the company carries its own insurance. 
There is no reservation of stock as in the trust fund ; 
there can, therefore, be no profits on an over-reserva- 
tion to the managers. The protection is more com- 
plete, because every enterprise is pledged to the limit 
of its value. As long as one single enterprise is a 
success, each stockholder has something to show for 
his investment. 

The one superiority of the trust fund lies perhaps 
in the fact that it gives the investor a "selective" choice 
in his investment, which the exploiting company does 
not afford. Under the arrangements of the trust fund 
flie investor may place his money in the particular 
enterprise which appeals to his fancy or which he 
deems most likely to succeed, whereas in the exploit- 
ing company he must perforce, if he invests at all, 
place his money on the whole series. 

To summarize the whole matter it may be said that 
the abstract theory of the trust fund is correct, being 
an application of insurance methods to business enter- 
prises. All contribute in order that none may lose 
entirely, and the risk in each particular enterprise is 
thereby to some extent diminished. In the large 
exploiting company taking up a number of enterprises 
under one capitalization, the same protection is auto- 
matically afforded, but with simpler machinery and 
to a greater extent. In neither case is the protection 
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complete. The number of enterprises developed by 
even the largest concern is small and a series of dis- 
asters might, under the trust fimd plan, wipe out the 
whole reserve and remove all further protection, or, 
under the exploitation company, so reduce the assets 
and possibilities of the concern as to remove all hope 
of adequate profits and involve its stockholders in a 
more or less serious loss. 

It may be said further that as a matter of practice 
there are a number of well known exploitation com- 
panies now in successful and very profitable operation. 
These companies are of large capitalization and even 
larger assets. They are of recognized standing, repu- 
tation and responsibility. They are conspicuous ex- 
amples of success. 

On the other hand, there is no single instance known 
to the writer of similarly conspicuous success under 
the direct trust fund plan — except, indeed, when used 
as a means of swindling. As the basic principles of the 
trust fund are correct, this practical failure in operation 
can only be attributed to the manner in which these 
principles are carried out. 

In this connection it may be noted that an attempt 
was made some years since to carry out the trust 
fund idea of guaranty or insurance, by means of an 
independent company. This company was not to 
engage in the business of promotion directly, but for 
a fee or a proportion of the stock of any company 
entering into the arrangement, was to guarantee the 
stock of that company or some specified proportion 
of its stock. The proposition made by the company 
was to insure the purchasers of protected stock against 
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any loss through such stock for a period of five years. 
That is, at the end of five years if the stock was not 
worth its par value — or such other value as might 
have been guaranteed — the company was to make good 
the deficiency. 

A quotation from the company's prospectus may 
prove interesting and throw some light on the general 
principles of trust fimd guarantees as used in pro- 
motion. This prospectus was issued for the purpose 
of selling stock in the guaranteeing company, hence 
the frank boldness of its statements. 

"Now we propose to make this business of indem- 
nity perfectly secure, safe and solid, to ourselves as 
guarantors and to our stockholders, in this way: 
Every corporation whose stock in part or in whole we 
guarantee to the investor must pay us a sufficient cash 
premium or must deliver to us as a premium a portion 
of its full-paid and non-assessable capital stock equal 
to the amount guaranteed by us. Thus, if a corpo- 
ration gave us twenty-five per centum of its capital 
stock, we would limit our guarantee to a similar 
amount. Now, if we insured the stock of one hun- 
dred companies capitalized at $1,000,000 each, and 
each of these companies pays us twenty-five per 
centum of its capital stock, that would leave in our 
possession and owned by us $25,000,000 of stocks 
in these various companies, which would be ample 
security to meet all our obligations of guarantee and 
secure large profits to the stockholders of our com- 
pany." 

No stock was to be guaranteed by this company 
unless the enterprise applying for such guaranty had 
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successfully undergone a thorough examination by 
experts. Then, as our prospectus says, "we claim 
there would not be twenty-five per cent, of unprofit- 
able stock for us to make good to the investor. It 
is fair and reasonable to assume that the majority of 
companies passed upon will reap a rich harvest and 
thus by the co-operation of say one hundred mining 
or other corporations, the successful ones will more 
than pay for the unsuccessful, and by placing all the 
stocks of the various companies guaranteed in one 
pool there is no possible doubt of the ultimate success 
of our business of guarantee." 

A balder statement of the situation could hardly 
be made. The company did not propose to back its 
guaranty with any cash or property reserves of its 
own, nor, indeed, did it even anticipate a need for 
more money in its own treasury than sufficient to pay 
the expenses incurred in its own incorporation, the 
cost of examining enterprises applying for guarantees 
of stock, and a reasonable amount for general inci- 
dental expenses. The whole scheme of insurance de- 
volved upon the fund contributed by the various com- 
panies whose stock was to be guaranteed. The propo- 
sition was entirely too wild to meet with any extended 
approval and acceptance, and the company met an 
early if not a premature death. 

It is to be noted that in no case — at least within 
the writer's knowledge — do the concerns employing 
these trust funds stand behind them. Some of these 
houses are supposed to have no inconsiderable capital 
of their own, but this capital is not in any way pledged 
to the support of the trust fund. If the fund fails, 
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that is the end of the investor's protection. He has 
no recourse either on the concern or the concern's 
assets. Under these conditions the guaranty of the 
trust fund as usually employed is no more adequate 
than that of the "wild cat" company just considered. 
The substantial pledged reserves of cash or securities 
that give solidity to both fire and life insurance, are 
conspicuously absent. 

It is obvious that dividends on stock and interest 
on bonds, as well as the bonds themselves, can be 
guaranteed — as far as may be — ^by this same trust 
fund device. The principles involved are, however, 
identical with those already discussed and require no 
further consideration. 
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GUARANTEED STOCK, BONDS AND 
DIVIDENDS. 



As stated in the preceding chapter, the mere inclu- 
sion of a number of different enterprises under one 
large capitalization gives a measure of safety to in- 
vestors in the stock of that company not enjoyed by 
stockholders in a "one-enterprise" company. If the 
enterprises are well selected, it is not likely that all 
will fail, and unless this occurs the company itself 
cannot be an entire failure. 

Also if a trust fund is formed by the reservation 
of stock from a number of different companies and is 
honestly held as an insurance reserve to make. good 
any losses resulting from failures among these com- 
panies, a certain measure of protection is again se- 
cured. 

For the ordinary company formed to develop but 
one enterprise and not acting in conjunction with other 
companies, neither of these methods of protection is 
available. It is, however, very desirable from the 
standpoint of the promoter to add to the attractiveness 
of the one-enterprise company by some protection— or 
alleged protection — for its prospective stockholders, 
and this demand has led to the invention and employ- 
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ment for promotion purposes of guaranteed stock, 
bonds and dividends. 

In conservative finance these terms mean that the 
stocks or bonds so designated are guaranteed as to 
principal, interest or dividends by substantial concerns, 
as for instance when a connecting railroad is taken 
over by some trunk line and the bonds of the con- 
necting road are actually guaranteed by the trunk line 
as a part of the purchase consideration, or as when 
a subsidiary company issues bonds or preferred stock 
guaranteed by the parent company. 

The guarantees of promotion usually provide that 
at some future specified date the face value of the 
guaranteed stock or bonds will, on surrender of the 
securities, be paid to their legal holders, this guaranty 
being made by institutions not connected with the 
issuing company. In the case of guaranteed bonds, 
the guaranty is much the same as that of sounder 
finance, usually differing only in the standing and 
character of the guaranteeing company. In the case 
of stock the guaranty is of a different nature, pro- 
viding that at some fixed date, if the purchaser of 
such stock is not satisfied as to its value, he can 
surrender it to the guaranteeing company and receive 
its full face value. If dividends or interest are guar- 
anteed the guaranteeing company either undertakes 
their pa3mient absolutely or agrees to pay such in- 
terest or dividends in case the issuing company fails 
to do so. The details of any of these guarantees 
will, of course, vary according to the arrangement in 
each particular case. 

These guarantees are absolute as far as they go. 
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In the case of bonds the guaranteeing company agrees 
to pay the holder the face value of his bond when 
due if the issuing company does not. In the case of 
guaranteed stock the agreement to pay its face value at 
the specified time is also absolute, but payment, if made 
at all, may be either to the holder of the stock or to the 
company which issues the stock, according to the con- 
ditions. If the stockholder so elects, payment will 
be made to him. He must, however, in this case, 
surrender to the guaranteeing company the certificates 
for his stock, and these must be duly assigned. He 
then receives his money from the guaranteeing com- 
pany, the stock certificates received by the guarantee- 
ing company are turned over to the issuing company, 
and the transaction is closed. If, however, the stock- 
holder prefers to hold his stock instead of surrender- 
ing it, he can do so, but then the money that would 
otherwise have been paid the stockholder is paid to his 
company instead, the guaranty on the stock lapses, and 
the transaction is again closed. 

For instance, let us suppose that payment of a hun- 
dred dollar share of stock is guaranteed at the end of 
fifteen years from the date of issue. The purchaser 
will usually pay the par value of $ioo for this share. 
He receives it under a guaranty that at the end of 
fifteen years he may surrender it if he wishes and 
receive therefor $ioo in cash. If at the end of the 
guaranty period the stockholder finds the company 
a partial or total failure, he will naturally be glad to 
turn in his stock and get back the amount he origi- 
nally paid. Then he has received back his original 
investment, surrendered his stock and is out of the 
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game. If, however, at the redemption date the com- 
pany is successful and is paying handsome dividends, 
the stockholder will as naturally prefer to remain in 
the company and take his profits. In this case he 
retains his stock, the cash payment of $ioo for which 
the guaranteeing company is liable is made to his 
company instead of to him, and his stock is no longer 
guaranteed. 

Occasionally the terms of the guarantee will be so 
varied that the stockholder receives the guaranteed 
amount at the end of the specified period without the 
surrender of his stock. This is, of course, a better 
arrangement for the stockholder, but does not affect 
the principles involved. 

In any case it will be observed that the guaran- 
teeing company is to pay the face value of the stock 
at the specified time ; if not to the stockholder, then to 
the stockholder's company. It is obvious, therefore, 
that some substantial consideration must be given to 
the guaranteeing company to induce it to thus stand 
behind the guaranteed securities. 

This consideration consists of a direct cash pay- 
ment, its amount — ^though much less than the amount 
called for by the guaranty — being such as to absolutely 
secure the guaranteeing company from loss, for the 
simple reason that at compound interest it will by 
the date the guaranteed pa3mient is due, aggregate 
more than the moneys to be paid. 

The payment for the guarantee is made to the guar- 
anteeing company by the company issuing the secu- 
rities. While this is the actual procedure, this payment 
in fact comes out of the money given by the stock- 
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holder for his guaranteed stock. The payment is 
usually made by the company in advance of any sales, 
or at the time of sale, in order to secure the guaran- 
teed stock for delivery, but the company recoups itself 
from the stockholder's money as soon as the sale is 
made. This, then, throws the burden on the stock- 
holder to the same extent as if the payment were 
made directly by him, so that in practice when a 
stockholder pays for a share of guaranteed stock, a 
substantial portion of his payment goes to the guar- 
anteeing company and the balance goes into the enter- 
prise. 

The plan is a most ingenious one. The terms used 
are familiar, respectable and confidence-inspiring, and 
the mechanism employed is unknown to the ordinary 
investor and difficult of just comprehension. The 
following quotation from the prospectus of a mining 
enterprise shows how it is presented to him : 

"Guarantee Against Loss. 

"Any sound-minded, conservative reader of the 
foregoing pages assuredly can not fail to be impressed 
with the stability and merit of the proposition, but 
in order to remove it entirely from the category of 
speculative enterprises, we have added a special feature 
which eliminates the minutest element of risk which 
naturally exists in every business venture, no matter 
how conservative or well founded. 

"'Ordinarily the man who invests in stocks of any 
kind places his capital at the disposal of the corpo- 
ration and takes his chances equally with others who 
have shown a similar degree of confidence in the 
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undertaking. Our proposition to you is of a vastly 
diflferent character, for the reason that while offering 
you an opportunity to participate equally in the profits 
of our Company, we do not ask you to assume one 
particle of risk; in other words, if the claim we have 
made and the plans adopted prove unsuccessful, the 
entire amount of your investment will be returned 
to you intact. 

"After a most rigid investigation by experts, ap- 
pointed to judge the merits of our proposition, we 
have succeeded in making an arrangement with a well 
known financial institution to issue us its gold bonds, 
same to be delivered to our investors with their stock 
as an absolute protection in case of the failure of our 
enterprise. These bonds will be issued in denomina- 
tions equal to the amount of your investment, payable 
at a specified date. Nothing could be fairer than 
this; you are sure of the return of your principal in 
any event. 

"It is impossible for us to explain in detail at this 
time the numerous features of our guaranteed stock, 
but we are confident that on further investigation you 
will be convinced beyond a question of doubt that 
an investment in the stock of our Company will be 
equally as attractive as government bonds, and far 
more remunerative." 

It is a fair presumption that the "rigid investigation 
by experts" of the foregoing quotation is drawn from 
the imagination of the writer of the prospectus. The 
average guaranteeing company cares nothing about the 
merits of the proposition. Its gfuaranty is based on 
the much more solid security of cash in hand. 
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It IS to be noted that in this case the guaranty is 
accomplished by means of a bond delivered to the 
stockholder with his share of stock at the time of 
purchase. The bond is employed, as explained later, 
to avoid any possible conflict with the corporation 
laws against impairment of capital stock by payments 
to stockholders. The effect is exactly the same as a 
direct guarantee of the stock. 

As the matter appears to the purchaser of guar- 
anteed stock, he may at the specified date, if not satis- 
fied with his investment, surrender his stock and get 
the full amount of his money back. The small in- 
vestor has but few "doings" with interest and there- 
fore considers that when he purchases stock of this 
character he is at least fully protected against loss. 
He may not realize profits, but he cannot lose any- 
thing. In other words, he has all the speculative 
possibilities of profits without the speculative risk. 
This seems attractive, and large amounts of money 
have been invested in guaranteed stocks entirely on 
the strength of their superiority to the ordinary un- 
protected securities. 

As a matter of fact, however, the guaranteed stocks 
and bonds of promotion do not protect. It is obvious 
that the guaranteeing company, not being a philan- 
thropic institution, . must receive a full quid pro quo 
for every penny it pays out on its guaranty, as well 
as payment for its trouble in addition. This quid 
pro quo is an amount of money sufficient to produce 
the amount of the guaranty within the specified time, 
and this money comes directly from the stockholder's 
pocket. It is merely a part of the money that he has 
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supposedly paid for his stock, laid aside at compound 
interest to be returned to him — less the fees of the 
guaranteeing company — at the specified time if he then 
deems the money better than his stock. 

Or the matter may be expressed in another way. 
The purchase of his stock is not final. Part only of 
the price is actually paid over to the company which 
issues the stock, the balance being escrowed or held 
in trust by the guaranteeing company till the stock- 
holder determines whether or no he wishes to take full 
title to his stock. At the end of the specified period 
the purchaser may either surrender his stock, take his 
escrowed money, with interest, and depart in peace, 
losing the amount of his first payment, or may retain 
his stock and let the reserved payment be turned into 
his company. 

As will be seen, there is no protection here. -A por- 
tion of the purchaser's money is reserved, it is true, 
and should the company prove a failure, this much is 
"a brand saved from the burning," but it would seem 
to be a misnomer to say that a person is protected 
in an investment because a portion of his money is 
not invested. In fact, it would seem to be a fraud 
upon the investor for the whole amount of his money 
should have gone into the enterprise. At the end of 
the specified period, if the purchaser retains his stock, 
the company does, it is true, get this reserved pay- 
ment with accrued interest — ^provided the guarantee- 
ing company has not failed or disappeared meanwhile 
— ^but at that time it does not need the money. In 
its hour of trial — its period of development, when 
every available dollar is needed for the salvation of 
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the enterprise — ^half or more of the price for which 
its stock was sold is reserved for a bogus safeguard 
of the stockholder's interest. 

There is something humorous in the idea of pro- 
tecting a man's investment by reserving a portion of 
it and putting it out at compound interest for him. 
It is a fact that it keeps a proportion of his money out 
of an investment which is too often shaky, and is 
therefore so far a real protection. If, however, he is 
to be protected by a reservation of his money from 
the investment, he would apparently be much better 
protected if he refrained in the first place from invest- 
ing at all. In other words, if the enterprise is a good 
one, it is only fair to the investor that all his money 
should be devoted to its development. If it is a bad 
one, he had better keep out of it entirely. The half- 
way plan of guaranteed stock is not to his interest in 
either case. 

Up to this point no vital objections have been urged 
against the system of guaranteed stock and bonds as 
used in promotion. It does not protect the investor, 
it is true, .but in the absence of misrepresentation the 
system is hardly to be condemned on this account. 
Also it deprives the enterprise of part of its develop- 
ment funds, but this is a matter between the promoter, 
the enterprise and the investor, and to be settled by 
them. In short, the matter so far is one of those in 
which, as diagnosed by Lincoln, "If a man likes that 
kind of thing, that is the kind of thing he does like," 
and but little can be said against the general scheme 
if honestly employed. 

When, however, we come to consider the character 
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of the guaranteeing companies with which these re- 
served funds are usually deposited, we do find serious 
and material objections. If a portion of the investor's 
money can be safely deposited at compound interest 
for a term of years for his general benefit, the scheme, 
though a very circuitous method of saving, may have 
its advantages. If, however, the guaranteeing com- 
pany is itself unsound or even lacking in stability, 
the whole system becomes vicious and wholly to be 
condemned. In perhaps most cases the character of 
the guaranteeing companies leaves much to be desired. 

There is no reason that established and well-known 
trust companies should not handle this business if it 
is straight and properly managed in all its details. As 
a matter of fact — ^possibly because these requisites do 
not always exist, and because of the general "wild 
cat" atmosphere of the schemes in which the system 
is so often employed — ^the well-known trust companies 
will but seldom handle matters of the kind, and this 
has led to the organization of companies for the special 
purpose of holding the reserved funds that are the 
basis of the guarantee. Nothing could be said against 
these companies if they were organized in good faith 
and on a sufficiently substantial basis, but in the ma- 
jority of cases it is much to be feared that they are 
not so organized, nor are they such as a prudent man 
would select for the deposit of his own money. Add 
to this the fact that the terms for which these funds 
are held are usually long ones, ranging anywhere from 
ten to fifty years, and the danger to the guarantee 
funds is apparent. 

The apparently fraudulent demise some few years 
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since of a widely advertised New Jersey institution — 
the Imperial Trustee Company — which made a special- 
ty of guaranteeing stocks and bonds, is an instance in 
point. The money paid this company for guarantees 
amounts, it is believed, to millions of dollars. All 
this has been dissipated by improper uses of the com- 
pany's funds. Its guarantees are therefore worthless, 
and the holders of stock guaranteed by the institution 
have nothing behind their stock save the values created 
by the portion of their funds that actually went into 
their enterprises. Everything diverted for the alleged 
purpose of guaranteeing their stock is gone. The 
guaranty company was not itself guaranteed, and 
therefore when it faded away, leaving nothing but 
intangible assets, its guarantees faded away in the 
same indefinite and highly unsatisfactory manner. 
The operations of the Imperial Trustee Company are 
explained more fully in Chapter XXXVIII of the 
present volume. 

The cost of guaranteeing stocks and bonds by the 
method discussed varies with the period, with the 
character of the company making the guaranty, and 
with the nature of this guaranty. It rises rapidly as 
the time limit for payment shortens; also, if interest 
or dividends are included, as the amount of these in- 
creases. It also rises with the reliability of the guar- 
anteeing concern or with the solidity of the guaranty. 

A few figures from the circulars of a company en- 
gaged in the business of guaranteeing stocks and bonds 
may be of interest. It is to be noted that here, and 
in most guarantees of the kind, the question that might 
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Otherwise arise as to the legality of redeeming stock 
or paying dividends out of the company's capital is 
avoided by a modification of the ordinary straight 
guaranty. The guaranteeing company, when stock is 
to be guaranteed, instead of undertaking the repay- 
ment of the particular share of stock, issues a bond 
payable to the owner of that stock at the specified 
date on the surrender of his duly assigned stock cer- 
tificate. The end to be attained is exactly the same 
though the method is different. To avoid confusion 
the bond mechanism, not being an essential feature, 
is ignored in the discussion which follows, reference 
being made only to the redemption or guaranteeing 
of stock. 

The prices fixed by this company range as follows, 
a share of stock of the par value of $ioo being re- 
ferred to in each case : 

A guarantee to pay the full face value of stock at 
the expiration of ten years without dividends, $60; 
at the end of fifteen years, $47 ; at the end of twenty- 
five years, $31 ; at the end of fifty years, $16. 

If dividends are also to be paid, the prices range 
much higher. A guaranty to redeem stock at its full 
face value in ten years from date of issue, with two 
per cent, dividend paid annually, will cost $77 ; at the 
end of fifteen years, $68; at the end of twenty-five 
years, $57 ; at the end of fifty years, $42. 

If a four per cent, dividend is desired the payments 
are as follows: Full face value of stock payable at 
the end of ten years, with four per cent, dividends 
payable annually, $95; at the end of fifteen years, 
$93 ; at the end of twenty-five years, $90 ; at the end 
of fifty years, $80. 
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It is also to be noted — ^and the fact is very signifi- 
cant — that these guarantees may themselves be guar- 
anteed if desired. That is, the guaranteeing company 
will deposit the bonds of some known company of 
reputation and standing — or even Government bonds, 
though these come high — with a trust company also 
of known reputation and standing to secure the pay- 
ment of its guarantees, but if this is done, the prices 
are much higher, increasing from twenty to forty 
per cent., according to the character of the bonds 
deposited. In other words, if the guarantee is to be 
absolutely safe a materially higher price must be paid. 
The inference is direct and obvious that the ordinary 
guarantee is not absolutely safe and is therefore high 
at any price. 

Guarantees of a nature somewhat similar to those 
under discussion are occasionally secured by means of 
paid-up life insurance policies maturing at some fixed 
date, as twenty or thirty years, the guaranteed securi- 
ties being redeemed from the proceeds. If the insur- 
ance policies are taken out in a reliable company — 
as is usually the case — this plan has at least the merit 
of safety for the reserved pajrments and is an adequate 
assurance that the guaranty will be paid when due. 

It is also to be noted that what may be termed 
temporary or limited guarantees are frequently se- 
cured by the process of reserving the entire amount 
necessary to meet these guarantees. This procedure 
may be entirely legitimate or otherwise according to 
the nature of the guaranty. 

For instance, an issue of bonds is to be sold. The 
company issuing these bonds is perhaps a new one and 
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the pajrment of interest for the first few years may 
be a strain on its resources — ^perhaps a dangerous 
one. This possible danger is sometimes avoided by 
merely deferring the first interest payments on the 
bonds — as for one or two years — ^by agreement with 
the purchasers, so as to throw the whole matter over 
to a period when the company will presumably be 
able to meet the obligation. This, however, might 
have an unfavorable effect on the sale of the bonds 
and some provision for the actual payment of the 
interest when due is frequently preferable. 

This is easily arranged. As the bonds are sold, 
a portion of the proceeds sufficient to meet the interest 
for the desired period is reserved and the interest on 
the bonds is paid out of this reserve fund until the 
termination of the period. The fund is deposited with 
some reputable trust company — usually the company 
which acts as trustee for the bonds. This company 
receives a fixed fee for its services, and the whole 
proceeding is entirely legitimate. The same end would 
be accomplished by merely selling the bonds at a lower 
figure with interest not beginning for one or two years, 
as the case might be, but, as suggested, the effect 
would in some cases be unfavorable, and the reser- 
vation of proceeds is usually to be preferred. The 
company is deprived of the benefit of the funds so 
reserved, but the amount is usually not large — ^the 
provision rarely extending over two to three years — 
and the advantages derived justify the expedient. But 
little if any publicity is given to this arrangement if 
adopted. It is not intended for the protection of the 
investor, but for the protection of the company itself. 
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A variation of this plan, and a somewhat vicious 
variation, is found in the practice of guaranteeing 
dividends on stock in the same way. For instance, 
a few years since a finm of brokers dealing in stock 
of the Marconi Wireless Telegraph Company adver- 
tised that on stock of that company sold by them 
dividends would be paid for a period of five years at 
the rate of five per cent, per annum, and that this 
undertaking was guaranteed by the bond of a highly 
reputable New York trust company. As the Marconi 
Wireless Telegraph Company was thought by those 
familiar with the conditions to be far from the divi- 
dend-paying stage, the matter provoked considerable 
interest. 

Investigation showed that the guaranty was secured 
by depositing with the trust company the full amount 
of money necessary to pay these five annual five per 
cent, dividends. The stock was offered at par — ^and, 
incidentally, it may be said that a very considerable 
quantity was sold at this price. For each share sold, 
$25, less such amount as would be provided for by 
the accumulation of interest, was deposited with the 
trust company and the payment of the stipulated divi- 
dend was thereby unquestionably secured. 

The purchasers of this "doctored" stock were not, 
of course, familiar with the actual conditions. They 
took it for granted that the five per cent, guaranteed 
dividend was legitimate and was therefore either an 
indication of the advanced and prosperous condition 
of the company and the desirability of its stock, or 
else that the offered stock was somehow in an inner 
and preferred circle that gave it a special standing and 
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value. The high reputation of the trust company 
involved helped out this illusion and the guaranteed 
stock was sold on the strength pf these guaranteed 
dividends for more than twice its quoted market value. 
Its purchasers paid over $50 per share more for their 
stock than it could be purchased for elsewhere, and 
the only advantage they derived from this extra cost 
was the return of $25 per share in five equal yearly 
instalments. The whole transaction came dangerously 
near to a fraud. 

It may be said that the trust company involved in 
this matter protested vigorously against the manner 
in which its name was being exploited, stating that 
the company did not in any sense guarantee dividends 
on the stock in question, and that its only connection 
with the matter was an undertaking to hold certain 
funds and to pay therefrom to those purchasing the 
stock in question five per cent, a year on the face 
value of that stock for a period of five years. The 
experience of this trust company will explain the reluc- 
tance of responsible institutions to appear in any pro- 
motion guarantees of stocks or bonds. * 

It is to be noted that any guaranty of this kind, 
if made by the company issuing the stock, would be 
illegal, as it amounts to a pa3rment of dividends out of 
the company's capital — a proceeding prohibited in al- 
most every state of the Union. In the instance quoted, 
however, the guaranty being made by a firm of brokers 
who had previously purchased the stock from the 
company or from other holders, this legal point did 
not come up. The stock had passed out of the com- 
pany's hands, belonged to the brokers, and they were 
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at liberty to sell it and to do anything they pleased 
with the proceeds. 

In conclusion it may be said that the whole matter 
of guaranteeing stocks and bonds as practiced in pro- 
motion is a device of somewhat doubtful propriety, 
intended only to attract investors and without an iota 
of advantage beyond this. There is no dishonesty 
involved, though the ethics of the usual and perhaps 
necessary concealment of the method of the investor's 
alleged protection might be questioned. Nor if the 
guaranteeing company is sound and the guaranty is 
fairly carried out is there much to be said against the 
system as a whole, provided no misrepresentations 
are made to the investor. At times it undoubtedly is 
attractive, and as long as this is the case it will pro- 
bably continue to be employed. It is tp be noted, 
however, that the system is not now in such common 
use as it was a few years since. 

A somewhat striking instance of the use of guar- 
anteed stock for directly fraudulent purposes is given 
in Chapter XXXVIII, "Promoters and Financiers." 



Digitized by VjOOQ IC 



CHAPTER XXXVII. 
UNDERWRITING. 



Underwriting as used in financing is a method of 
insuring the sale of corporate securities in advance 
of any public oflfering. 

When a substantial company has been organized 
and its stock or bonds are to be sold, or when a com- 
pany already organized issues additional stock, whether 
preferred or common, or perhaps an oflfering of bonds, 
it is not always certain that the securities can be sold 
at the time to advantage. If oflFered, the sale may 
fail in whole or in part and the needed funds not be 
secured; or the securities may sell, but not readily, 
and the prestige of the company be injured thereby; 
or even though the securities sell as rapidly as could 
be expected, it may require some time for the sale of 
the entire oflFering, while funds afe needed at once; 
or the issue may be too large to be oflfered safely at 
public sale ; or it may be desirable to keep the securities 
oflf the market at that particular juncture. 

In any of these cases the possible or anticipated 
dangers are avoided by means of underwriting — that 
is, for an agreed compensation the sale of the securi- 
ties is guaranteed by responsible parties, as some bank 
or trust company, or perhaps a syndicate composed 
of individuals and institutions financially able. 

437 
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If the securities are to be oflfered to the public with- 
in a short time, the underwriters enter into an agree- 
ment that if such securities are not sold at the public 
offering, they will themselves purchase them; or if 
the public take but a portion of the offering, they will 
purchase the unsold balance. 

Or if it is desired to keep the securities off the 
market in whole or in part at that time, the under- 
writers may go still further and simply agree to fur- 
nish the desired money, and when they have done this 
will take over the securities and hold them until such 
time as they can be profitably unloaded. 

The advantages of underwriting are manifest. The 
company that issues the underwritten securities is ab- 
solutely assured, no matter what the conditions of the 
money market, and no matter what reception is ac- 
corded its securities, that its money will be available 
at the agreed date or dates. Also the danger of dis- 
credit, or of financial embarrassment from a failure 
to sell the securities at public offering, is entirely re- 
moved. If the securities are offered, but are not 
purchased by the public, they are quietly taken up by 
the underwriters, and the company issuing the securi- 
ties pursues the even tenor of its financed way un- 
disturbed. The cost of the underwriting is usually 
well justified by the benefits received. 

The arrangement is a very common and very con- 
venient one. It is obvious, however, that both the 
enterprise and the underwriters must be of consider- 
able financial ability and reputation. If the enterprise 
were of uncertain value or doubtful soundness, no 
responsible underwriters could be found to insure the 
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sale of its securities, and on the other hand, if the 
underwriters were not financially able, their under- 
writing would be of no effect. The procedure is, 
therefore, confined exclusively to the realm of sounder 
finance and is not for the ordinary enterprise. Occa- 
sionally, it is true, underwriting is employed in the 
financing of enterprises of unestablished or doubtful 
stability, but in these cases it is usually fictitious and 
indulged in merely for effect. 

There are two distinct plans pursued in ordinary 
underwriting, which, though they are the same in 
principle, vary in detail. Under the first plan the 
securities are offered to the public by the company 
which issues them or by the fiscal agents of this com- 
pany. The underwriters then merely stand behind 
the offering, guaranteeing that the stock or other 
securities will be sold when they are so offered. Some- 
times funds will be advanced by the underwriters on 
agreed terms pending this public offering of the secu- 
rities. 

Under the second plan the underwriters undertake 
to furnish the desired money to the company issuing 
the securities at such times and in such amounts as 
may be agreed. The underwriters then take over and 
hold the securities until such time as they can be dis- 
posed of to advantage. In other words, the under- 
writers actually purchase the securities. 

The method of compensating the underwriters varies 
with the plan adopted. Under the first arrangement 
an underwriting price is fixed upon the securities — 
that is, a price at which the underwriters must pur- 
chase if the public do not. A price at which the 
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securities are to be oflfered to the public is also made 
part of the underwriting agreement. The under- 
writers' price is naturally lower than that at which 
the securities are offered to the public. If the public 
buy the securities, the compensation of the under- 
writers is usually all or a part of the difference be- 
tween the underwriters' price and the public price, and 
is paid in cash. The underwriters then receive a sub- 
stantial compensation for which they have rendered 
no equivalent beyond the strength of their names. 
They have merely stood behind the oflfering, prepared 
to make good if the public did not. 

If, however, the public do not buy, the underwriters 
must themselves purchase the securities at the lower 
price agreed upon. In this case the underwriters re- 
ceive no direct compensation, their profits depending 
upon their ability to sell the securities at an advanced 
price later. 

For example, suppose a company is organized and 
issues preferred stock to the par value of $500,000, 
which it desires to sell. Its shares are $100 each and 
the stock bears a preferred, cumulative dividend of 
seven per cent. Such a stock in a thoroughly sub- 
stantial company having satisfactory property values 
behind its capitalization, should bring its par value. 
The times, however, might not be favorable, or the 
company not be in a position to offer the stock ad- 
vantageously, or other conditions might exist which 
would render an underwriting advisable. 

Such underwriting should be secured without diffi- 
culty. The agreement might provide that the stock 
should be offered to the public on a certain date at 
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its par value, and if the stock were not purchased in 
whole or in part by the public, that the underwriters 
would themselves buy the stock at some lower price, 
possibly at 95. As a consideration for this under- 
taking, it might be agreed that the underwriters should 
receive the diflference between their price — ^$95 per 
share — and the price at which the stock actually sold, 
which in this case would be $100 per share. 

The stock is then oflfered to the public. If it is all 
purchased the underwriters are released from their 
obligation and receive their agreed compensation, 
which, at the rate of $5 per share, would amount 
to $25,000. As will be seen, the underwriters do 
nothing whatsoever beyond standing ready to take the 
stock if the public does not. At the same time the 
company has been absolutely guaranteed of at least 
ninety-five per cent, of the par value of the stock, and 
the underwriters' compensation is probably not exces- 
sive. If, however, the underwriting were very safe 
and attractive, this compensation might be cut down 
from five to three or even two per cent. 

If, on the public offering, none of the stock is sold, 
or perhaps but a portion of it, the underwriters must 
then come forward and purchase all unsold stock at 
their price of ninety-five. This ends the transaction as 
far as the company is concerned. It has sold its stock 
at a low price, it is true, but the sale has been effected 
and it has the money needed for the purposes of the 
company. On the other hand, the underwriters have 
made an actual purchase of the stock and they must, 
then rely on a future sale at an advanced price for 
their profit. They have, it is to be presumed, bought 
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a good Stock at a low price and their profits are post* 
poned, but are not lost. 

Where underwriting is conservative, the profits are 
exceedingly good and the risk negligible. A banker 
or broker familiar with the conditions, both of the 
security to be offered and the market upon which it 
is to be offered, should be able to determine with much 
accuracy both its real value and its prospects of selling. 
If it sells, his profits are large and made purely on 
the strength of a guaranty which he knew was safe. 
If for any reason the securities do not sell, he is then 
obliged to purchase them, but if the underwriting is 
conservative, at a figure that still insures him a sub- 
stantial profit. 

It is obvious that the underwriters — if the under- 
writing is to be of any effect — ^must be men of suffi- 
cient financial responsibility. It is expected that the 
securities will be sold when offered, but the whole 
object of the underwriting is to assure their sale, 
and if the public will not take the securities, the under- 
writers must be able to carry out their guarantee and 
themselves purchase the offered securities. An under- 
writing by men of this character is an endorsement 
of the underwritten enterprise of the highest character, 
and as such in itself aids materially in effecting the 
public sale of the securities. 

The enterprise, then, must be sound and substan- 
tial if underwriting is to be secured, and the under- 
writers must be responsible if it is to be effective. 
, In most cases these conditions obtain. At times, how- 
ever, through recklessness or misjudgment, one or the 
other of these requisites is missing and heavy losses 
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are then likely to ensue. Instances of this were not 
uncommon in the somewhat inflated financing culmi- 
nating in 1903, when almost any enterprise having a 
semblance of solidity could secure underwriting. At 
that time financiers even of high standing seemed to 
take it for granted that any colorable issue of stock 
or bonds could be worked off on the public without 
regard to its real value, and underwriting was taken 
on without the usual care and precaution. 

The unfortunate shipbuilding trust is a case in point. 
Coming at the end of the period of "high finance/' 
the public were critical and not in a mood to buy 
securities of the kind even though good. Securities 
of the shipbuilding trust could not be called good. 
The undertaking seems to have been defective either 
as to the underlying properties or as to the manner of 
their combination. Whatever the cause, the securities 
did not command the confidence of the public and did 
not sell, and the underwriters were forced to purchase 
at prices that were disastrous — in the case of the Trust 
Company of the Republic resulting in failure and a 
final liquidation. 

The agreement entered into by the underwriters is 
usually in the form of a subscription to the under- 
written stocks or bonds, the body of the agreement 
stating in detail the terms and conditions under which 
the subscriptions are made. The amount of securities 
underwritten, the price to the underwriters — or syn- 
dicate, when the underwriting is taken by a syndicate 
— the date, price and terms of the public offering, 
the profits to the underwriters, and the general terms 
of the underwriting subscriptions, are all important 
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features of the agreement. It is usually provided that 
the agreement shall not be effective until some fixed 
sum has been underwritten. 

The underwriters are not usually jointly responsible 
for the sale of the entire underwritten issue. On 
the contrary each underwriter subscribes or becomes 
responsible for some definite amount of the securities, 
as so many shares of stock or such a number of bonds. 
This marks the limit of his liability, and in event of 
profits, determines the proportion of the profits he is 
to receive. Then, if the public offering or other sale 
is a total failure, he will be called upon to take the 
amount of stock or number of bonds called for by 
his subscription. If but a portion of the securities 
are purchased by the public, he will be called upon 
to take his proportion of the unsold securities, and 
will receive his due proportion of the profits on the 
securities actually sold. In case the public offering 
is a complete success, his profits will be determined 
in the same way. 

It is usual in underwritings of this kind to provide 
that the underwriters may, if they desire, purchase the 
underwritten securities in whole or in part at the 
underwriters' price at any time prior to the public 
offering, or perhaps some earlier specified date. For 
instance, if some one of the underwriters has under- 
written fifty shares of stock at ninety-five, he may, 
if he wishes, purchase these fifty shares in whole or in 
part at ninety-five at any time before the public offer- 
ing, or such other date as may have been fixed. If 
he exercises his privilege his underwriting participa- 
tion, both as to liabilities and profits, is reduced by 
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the number of shares purchased. If he purchased 
twenty-five shares he is still liable on the underwriting 
for the remaining twenty-five shares. If he purchased 
the entire fifty shares, he is out of the underwriting 
entirely and does not participate further in its profits 
or its obligations. When an issue of securities is 
desirable, or particularly when the conditions improve 
between the time of underwriting and the public offer- 
ing, this privilege of purchase is often exercised. 

If certain amounts of money are needed before the 
corporation is ready to offer its securities at public 
sale, as, for instance, for purchase of machinery, or 
payment for property, or general preliminary expenses 
or other proper purposes, the underwriting agreement 
frequently provides for advances by the underwriters. 
Any amounts so advanced are repaid from the moneys 
received from public subscription, or if the securities 
are not disposed of at the public sale, are deducted 
from the amount to be paid by the underwriters. 

Or if the underwriters do not care to advance this 
money directly, such preliminary amounts are frequent- 
ly obtained on the security of the underwriting from 
trust companies or other financial institutions. It is 
obvious that if the underwriters are of sufficient re- 
sponsibility to make their underwriting effective, this, 
in connection with the stocks or bonds and undertaking 
of the corporation itself, will furnish ample security 
for any reasonable loans. 

The underwritten securities are usually offered to 
the public through some trust company or other finan- 
cial institution designated by the underwriting agree- 
ment, the institution acting as trustee in the matter. 
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Or when the underwriting is taken by a syndicate, 
this syndicate may make the public offering directly 
or through its own channels. If offered through a 
trust company such company will apportion the pro- 
ceeds in accordance with the terrns of the agreement, 
paying over to the company and to the individual 
underwriters the amount coming to each from the 
proceeds of the sale. If offered by a syndicate the 
apportionment among the underwriters will be made 
within the syndicate, the corporation merely holding 
the syndicate liable for the net price to be received 
by it for its securities. 

In this latter case the underwriting agreement would 
probably merely call for a certain net price on the 
securities, the syndicate being left free to offer them 
at such advanced price — sometimes within specified 
limits — as it may deem advisable, the syndicate bear- 
ing all expenses of the sale and retaining as its profits 
all excess secured over the net underwriting price. 

The second plan of underwriting, under which the 
underwriters advance the funds needed by the corpo- 
ration and take over its securities is, as a matter of 
fact, a sale of the stock or bonds to the underwriters 
at such a price as will allow them a later substantial 
profit. This plan is pursued when the times are not 
favorable for an immediate offering, or when the 
offer of so large a mass of securities en bloc would 
produce an unfavorable effect on their sale. Usually 
the underwriters' price on such securities is such as to 
make them absolutely assured of a handsome subse- 
quent profit. It is obvious that the issuing institution 
can afford to make very liberal concessions in order 
to secure the immediate cash it needs. 
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Underwriting is quite commonly resorted to in the 
organization of new and substantial corporations, or 
when combinations are made, or when generally the 
conditions make it desirable. Even the strongest cor- 
porations employ it. The preferred stock of the United 
States Steel Corporation was underwritten at the time 
the company was formed, and again its five per cent, 
bonds were underwritten a few years since at the time 
of their issue. Even so strong and well-established 
a corporation as the Pennsylvania Railroad resorted 
to underwriting in an issue of stock some years since. 
The profits of the underwriters in that instance ran 
into the hundreds of thousands of dollars, but the 
company's course was not criticized by the soundest 
financiers, even though the stock when offered was 
readily sold. The times were unfavorable, the success 
of the issue could not be foretold absolutely in advance, 
and its failure, even in part, would have been most 
disastrous, involving loss of prestige as well as the 
failure of the needed funds. The price paid to avoid 
these disquieting possibilities was not excessive. 
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•PROMOTERS** AND "FINANCIERS.*' 



A successful promoter must possess sound judg- 
ment, much business experience, wide connections, 
and more or less persuasive and magnetic personality. 
In addition, he must ordinarily be capable, honest ac- 
cording to the circles in which he moves, and of 
good reputation. Such men do exist in all our large 
cities, but the man with an enterprise will have much 
difficulty in finding them, and, when found, in enlist- 
ing their services. 

Theoretically a man of this kind, devoting his at- 
tention to promoting, would take up an attractive and 
meritorious enterprise, organize it with a reasonable 
capitalization and a well devised plan of operation, 
reserve a substantial stock interest for himself and 
those associated with him in the enterprise, and sell 
enough of the remaining stock — as he could easily do 
— to provide ample capital for development and oper- 
ation. The financed enterprise would then be placed 
in the hands of competent managers and while it was 
booming along the royal road to success, the promoter 
would take up and finance the next good enterprise 
in the same way. By repeating this performance he 
would with ease and rapidity accumulate wealth far 
beyond the ordinary dreams of avarice, until accumu- 
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lation itself became a weariness and he turned for 
relaxation and amusement to moral discourses and the 
founding of libraries. 

There are men who, so far as their personal part 
is concerned, are capable of carrying out this program 
to the letter. Indeed, some of the large exploration 
companies — ^which are really exploitation companies 
— are practically doing this very thing. The reason 
that it is not more frequently done is found mainly, 
if not entirely, in two facts — one, that the promoter's 
profits almost always depend upon the final commer- 
cial success of his enterprise, and the other, that it is 
almost impossible for him to find assistants who are 
capable of carrying on his enterprise to this required 
success. 

In some of the combinations and trusts formed 
within the past decade the promoter's profits have 
been in cash or "cashable" securities, because the 
undertaking was based on going concerns. When this 
is not the case the promoter sometimes stipulates for 
a commission on the money secured, when any profits 
are again immediate. Usually, however, the pro- 
moter's profits are "paper" profits to be converted 
into something more substantial by the development 
and operation of the enterprise. In other words, while 
the promoter's work in financing enterprises is of 
prime importance and an essential preliminary to suc- 
cess, and while his profits on these enterprises are 
nominally enormous, they are also — and properly — 
mainly in the securities of the companies he has form- 
ed and are therefore dependent for their value upon the 
success of the respective undertakings. The promoter 



Digitized by VjOOQ IC 



4SO FINANCING AN ENTERPRISE. 

cannot therefore — or should not — ^profit largely until 
the enterprise has attained industrial success. 

In practice, then, when the really capable men we 
have been considering devote themselves to promoting, 
their enterprises are usually financed with considerable 
ease, money being secured quite as much on the repu- 
tation and known ability of the promoters as on the 
actual merits of the enterprises. Then, however, their 
profits must usually be worked out, and unless this 
task can be delegated to others, it occupies the larger 
portion of the promoter's time and attention. 

It is almost impossible for the promoter to shift 
the burden of this development to other shoulders. 
Men who can carry on large enterprises to commer- 
cial success, except under the closest supervision, are 
almost as scarce as successful promoters. They are 
also difficult of discovery and much in demand. The 
subsequent operations of the financed enterprises are 
therefore usually thrown directly and unavoidably upon 
the promoter. Then, two or three good big enter- 
prises taken up and financed will so occupy the pro- 
moter's time and attention that he is completely 
"balled up" and cannot if he would take up further 
promoting propositions. 

It is no unusual thing for a successful promoter to 
reap returns from the financing of a large enterprise 
— in its stock or other securities — up into the hun- 
dreds of thousands and even millions of dollars. With 
such excessive profits waiting to be worked out and 
with his reputation also at stake, it is no wonder 
that the promoter, now a financier, is in no mood 
for new undertakings. 

The same thing occurs on a smaller and more 
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modest scale with men of less ability in financing. 
They work for a time in promoting enterprises for 
others, but if they possess any real ability in their 
particular line, quickly become men of "affairs" and 
those affairs their own, and they are then no longer 
in the field as promoters. 

It is true, of course, in all these cases that a time 
usually comes when the successful promoter will have 
carried and matured the undertakings in which he is 
interested so far that he can leave them largely, if 
not entirely, in the hands of subordinates. Then, not 
being fully occupied with the matters in hand, he is 
ready for new enterprises. If something unusually 
attractive presents itself at this juncture, he will take 
it up and carry it through. This, then, is the oppor- 
tunity for the man with the enterprise to secure the 
services of a first-class promoter. 

From this brief consideration of the subject it is 
easily seen why promoters and promoting concerns 
of real merit but seldom figure openly in that capacity. 
They undoubtedly do exist in reasonable numbers, but 
their work is mainly or entirely of a private nature. 
They take up enterprises and promote them, but these 
enterprises become and are known as their own. 

As a matter of fact there is a conspicuous absense 
of reputable men or concerns publicly engaged in the 
business of "promoting" or "financing" enterprises — 
that is, concerns or individuals whose occupation is 
taking up and promoting enterprises for the owners. 
There are, it is true, numbers of concerns and indi- 
viduals advertising to finance enterprises and secure 
capital. They undoubtedly do secure capital, or they 
could not continue to exist, but from the writer's 
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observation and the extended experience of others, 
it would seem that the capital they secure is almost 
entirely from and not for their clients. 

It is obvious that something must be wrong with 
either man or concern posing as a public promoter 
and ready at any and all times to take any and all 
enterprises and carry them through to financial suc- 
cess. Concerns and individuals willing and anxious 
to undertake all this do exist and are not hard to find, 
but, speaking generally, they do not "make good." 
The very fact that they advertise their ability and 
willingness to secure capital for enterprises is enough 
to stamp their claims as false. A few successful 
"financings" would alone be sufficient, without any 
other advertising, to bring them all the enterprises to 
be financed that they could possibly desire. The chief 
difficulty of concerns that really finance enterprises is 
to escape the importunities of those who wish to bring 
them business of the kind.. They do not dream of 
advertising for enterprises to finance. 

The advertisements of the concerns and individuals 
of the public-promoter type usually read much alike: 
"Capital secured for meritorious enterprises." "Com- 
panies incorporated, stocks and bonds sold and enter- 
prises financed." "Inventors or others desiring ad- 
ditional capital should see us." "We represent several 
private bankers, trust companies and individual capi- 
talists," etc., etc. 

If application is made to these advertisers, the gen- 
eral result is about the same. The concern appealed 
to is more or less enthusiastic about the particular 
enterprise, is quite sure that the required money can 
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be secured; has perhaps been looking for something 
of just that kind ; will possibly have somebody in mind 
who wishes to invest in an enterprise of the kind, and 
about this juncture, when the applicant is feeling 
cheerfully confident that his troubles are over, and is 
congratulating himself upon the very capable hands 
into which he has fallen, a demand for an advance 
payment of money will be made. 

The basis of this demand will vary with the condi- 
tions. Incorporation or re-incorporation of the enter- 
prise furnishes a favorite pretext. It is obvious that 
stock or other corporate securities cannot be sold if 
they do not exist, and if the enterprise is not incor- 
porated, the demand is not in itself unreasonable. The 
main objection then lies in the fact that the promoting 
concern, while highly gifted in the matter of charging 
for its services, is not qualified to do the work. The 
incorporations effected by such concerns are almost 
always defective; in many cases are absolutely worth- 
less and in some cases are even worse, so tangling 
up the affairs of the undertakings as to involve much 
expense and trouble in merely undoing the work al- 
ready done. An excessive fee is charged for these 
worthless incorporations and their stock is not, as a 
rule, sold. The client therefore finds that he has 
expended more money than necessary, has secured 
an incorporation of doubtful status or no status at 
all, and that his securities are still unsold and usually 
not in shape to be salable. 

If the enterprise is already incorporated, a re-in- 
corporation on different lines, but still involving liberal 
fees, will be suggested by these "financing" concerns; 
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or perhaps their financial experts will decide that an 
issue of preferred stock or of bonds is desirable, and 
will demand money for the legal work involved and 
for the preparation of the stock certificates or bonds. 
Or if these demands are not sufficiently plausible to 
carry, they will perhaps suggest a guaranty of the 
stock or bonds they are supposed to sell, or will ask 
for money to advertise the securities for sale, or they 
may find it necessary to have a prospectus printed, or 
they may decide that additional or foreign patents are 
necessary. Sometimes without evasion of any kind 
they will demand money as a direct retainer. 

The following letter from a- concern of this kind 
is copied verbatim from one received by a friend of 
the author, the names only being changed. It was 
received in response to an inquiry as to whether the 
concern could assist in financing an invention owned 
by the gentleman writing. It may be said in passing 
that this invention was in such an undeveloped state 
and so far from any condition in which it could be 
financed by the sale of stock or bonds, that the matter 
would not have been contemplated seriously by any 
responsible house. The letter is so characteristic that 
no apology is needed for its insertion. 

New York, June 25, igo6. 
Mr. John Corliss, 

Camden, New Jersey. 
Dear Sir: 

Your letter of the 22d inst. duly to hand and con- 
tents fully noted. We are not in a position to do any- 
thing to assist you in promoting this enterprise until 
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your Company is incorporated, as we handle nothing 
but stock, and this before we could put it on the 
market would be required to be guaranteed by the 
Banking Company who do our business. 

If you should desire it, we can incorporate a Com- 
pany for you under some of the western states at a 
nominal cost, which would answer all your require- 
ments so far as the Charter is concerned, and if you 
could give us full particulars as to the amount of 
capital you are thinking of incorporating for, we could 
give you the cost of the Charter and possibly stand 
in with you on the expense of getting same. 

Should be glad to hear from you at your con- 
venience. Yours truly, 

Wellman-Phillips Co. 

It will be noticed that this letter covers several 
points of possible profit to the promoting concern. 
In the first place the enterprise must be incorporated, 
and it is a fair presumption that substantial fees 
would have been demanded for this service if the 
applicant had pursued the matter further. In order, 
however, to make it easier and more attractive for the 
possible client, the promoting concern intimates that 
it can possibly share the expense. Such offers are 
very common in the realm of "fake" promotion. It 
merely means that the promoting concern, instead of 
taking its full fees in cash, would be willing to take 
part in cash and the balance in stock of the enterprise. 
As the portion of the fees paid in cash is usually 
sufficient not only to cover the expense of the work 
but leave the promoting concern a profit, the offer is 
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a very safe one and particularly so as it is to lead to 
further "business." 

After the incorporation of the company its securi- 
ties must be guaranteed, according to our letter, and 
here comes in another source of possible profit to the 
promoting concern. This guaranty must be made 
"by the Banking Company who do our business." 
The guaranteeing company in such cases will usually 
require a substantial retaining or first fee in advance, 
and it is more than a presumption that in most cases 
of the kind the promoting concern and the guarantee- 
ing company work together and divide this first fee. 
Then, even if the matter goes no further, both these 
parties have received excellent pa3rment for the work 
they have not done. 

After the incorporation has been effected and the 
guaranty of the corporate securities has been obtained, 
the sale of these securities is still to be considered. 
Here again the promoting concern has an opportunity 
to bleed the applicant — an opportunity which is never 
neglected. Money will be required for a prospectus 
or advertising, or expense money, or some other of 
the many schemes devised by the fertile imaginations 
of the promoting concern. If the applicant accedes 
to these demands, other demands are apt to follow, 
until he becomes weary of parting with his substance 
and brings the matter to a close. As a net result the 
promoting concern has pocketed a substantial amount 
of the applicant's money and the applicant has nothing 
to show for it beyond some experience, whfch, it is 
to be hoped, is of value, and an incorporation which 
is usually of no value whatsoever. 
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Most of the demands made by these concerns would 
be entirely proper and not to be objected to if they 
really led to the sale of the securities and the general 
financing of the enterprise. As a matter of fact, how- 
ever, it is but rarely, if ever, that any results are 
secured, and the demands for money made by these 
concerns are made with the full knowledge that their 
client will advantage little or nothing. Such pro- 
cedure may not be a fraud from the legal standpoint, 
but comes as close to it as is safe for the promoting 
concern. Occasionally it comes closer. Several such 
concerns in New York City have received advertising 
not desired by their publicity departments through po- 
lice raids and proceedings in the criminal courts. 

Undoubtedly the concerns in question would, if they 
could, sell their clients' securities. They usually do 
something in return for the benefits received. If they 
demand money for advertising, at least a portion of 
this money will usually be expended in advertising. 
Also, if without too much trouble and expense they 
can do anything to finance the enterprise, they are 
generally willing to make the attempt. It is even 
possible — ^though as to this the author has no personal 
knowledge — ^that enterprises are sometimes financed 
through these concerns. 

As a rule, however, the only money obtained by 
these concerns is that taken from their clients, the 
amount they secure depending entirely on the willing- 
ness and ability of their clients to "give up." In one 
instance within the writer's knowledge over $i,ooo 
in cash was paid a concern of this kind to cover the 
expense of a bond issue. This was done on the state- 
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ment that the bonds could undoubtedly be sold if they 
were once properly issued. The concern did not, 
however, state that it would sell the bonds, or obligate 
itself in any way, and the consequence was that the 
concern got its money, the client got some valuable ex- 
perience and some cheaply engraved bonds, but the 
bonds were not and are not sold. This same concern 
openly announced in its printed matter that "No ap- 
plication will be considered unless a check for $250 
is deposited with us at the time of sending in the 
application." It is gratifying to state that the career 
of this particular institution was brought to a sudden 
and deserved conclusion by the efforts of the police, 
assisted by a capacious patrol wagon. 

In most cases, however, transactions of the kind are 
not conducted on so lofty a basis. Even in the case 
of the concern mentioned, there is a suspicion that 
a less amount than $250 would have enlisted its at- 
tention and sympathies if the prescribed amount was 
not forthcoming. In most cases no limit of any kind 
exists, the only practical limitation being the amount 
obtainable from the client. Handsome fees are always 
desired and requested, but if these cannot be extracted 
from unwilling or "unable" clients, the usual pro- 
moting concern is not disposed to be critical, but will 
take what he has even though it be but a few dollars. 

In this connection a quotation from Postmaster 
General Cortelyou as reported in the New York Times 
IS in point. This is in explanation of the fraud prac- 
ticed some years since by the Imperial Trustee Com- 
pany of New Jersey, acting in collusion with brokers 
and promoting concerns who professed to secure capi- 
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tal for enterprises. The situation outlined by the 
Pobtmaster General is very characteristic, though it 
must be said that in the present instance the whole 
arrangement seems to have been a fraud without miti- 
gation, whereas in most of the "capital-securing" con- 
cerns nothing openly fraudulent obtains — anything 
that would give a basis for either civil or criminal 
proceedings being carefully avoided. The Postmaster 
General's comments are as follows: - 

"The company advertised to act as trustee under 
corporate mortgages and deeds of trust, and as regis- 
trar and transfer agent of corporations and corporate 
securities; to execute trusts of all kinds, to guarantee 
corporate and other securities, to incorporate and re- 
organize companies in any State, to act as accountant, 
to furnish a registered office for New Jersey corpor- 
ations and a safety deposit vault for clients. 

"It was in the guaranteeing of corporate and other 
securities that the schemers made their money. * * * 
Colt, and other brokers, agents of the Imperial, 
would advertise broadcast that they had money to 
invest in bonds for clients. The amount awaiting in- 
vestment would be variously given — sometimes run- 
ning into the hundreds of thousands. Often a 
preference was stated in the advertisements for the 
securities of newly organized concerns, those of an 
industrial nature particularly. 

"When the man with bonds to sell visited the broker 
who had money to invest he would invariably be met 
with the statement that the securities would have to 
be guaranteed, and the suggestion would be made that 
the Imperial Trustee Company was the institution 
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from which a guarantee would be most certain to 
insure results. 

"The Imperial Trustee Company was ever ready to 
underwrite the securities and would insist that a cer- 
tain amount of the proceeds of their sale be deposited 
with it to provide for their redemption at the expi- 
ration of the time for which they were to run. This 
was thoroughly business-like and no objection could 
be made. Impressed with the idea that there were 
customers waiting only for the guarantee, the custo- 
mers usually put up the money demanded as a fee 
and turned over the bonds to the brokers, who under- 
took to dispose of them. In some instances the fees 
amounted to thousands. 

"This would end the transactions, so far as results 
were concerned. In all my investigations I have not 
learned of a single bond being disposed of through 
a broker working with the Trustee Company. Finally 
the victim would realize that he had been defrauded, 
but in the great majority of cases he would go no 
further than to demand the return of the securities. 
In the meantime the company's brokers would be seek- 
ing other investors." 

The Postmaster General undoubtedly has a very 
clear perception of the manner in which this and 
similar frauds are worked. The only regret is that 
the exposure was not made sooner. The amount se- 
cured by the Imperial Trustee Company from its 
fraudulent transactions is supposed to be far up in the 
hundreds of thousands of dollars. 

Another expression of expert opinion relating par- 
ticularly to the sale and financing of patents may be 
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of interest as showing the operations of the "system" 
in this field. The quotation is from the printed matter 
of Messrs. Evans, Wilkens & Co. Its statements are 
intended to warn the clients, or prospective clients of 
the firm, from the snares that are more thickly spread 
in the path of the inventor than is the case in almost 
any other line of financing. 

"Inventors, as soon as they receive their patents, 
or a very short time after, will be beset, importuned 
and harassed by offers, propositions, requests and 
solicitations of all kinds and descriptions, coming from 
firms, persons and companies, not only in this country, 
but also in foreign countries. * * * These propo- 
sitions will be very attractive and temptingly prepared, 
and will vary with the ingenuity of their authors. 
Some will pretend to want to purchase inventions 
outright, others to place them on royalty, and still 
others to sell on commission, enclosing contracts drawn 
up in an impressive way. AH of these propositions, 
although apparently different, will have one point in 
common; they require the payment of a cash fee in 
advance. One will say that it is necessary to have 
money to advertise the patent, another the cost of 
having circulars printed, and another the cost of secur- 
ing copies of the patent for distribution, and so on. 
There is no end to these pretexts. We are often 
asked by inventors if these parties who so plausibly 
claim to be able to sell patents are reliable, and whether 
they ever effect sales. We regret to be obliged to 
say that, in many instances, they are unreliable, and 
we are unable to learn of their making any sales. 
Our advice is to ignore these offers entirely, as agents 
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of this class have no facilities for selling patents, 
and aim only to collect money for which they can 
give no return. A favorite scheme with these parties 
is to solicit foreign patent business, representing that 
they have extraordinary facilities for selling the for- 
eign patent rights, and even going so far as to set a 
price which the foreign patent should bring (such 
price being fixed at an attractive figure). They state, 
however, that they will only dispose of the inventions 
of persons applying for patents through them. It is 
best to have nothing to do with these persons, as this 
is a very old device to secure foreign patent business, 
for they have neither the facilities nor the intention 
to dispose of your patents, but simply make these offers 
as a bait to obtain your foreign patent business. We 
would advise inventors to beware of those attorneys 
who offer to transact their foreign business at rates 
very much below those charged by reputable attorneys. 
These attorneys will subsequently make extra charges 
for amendments, etc., and if you refuse to submit to 
the extortion they will decline to prosecute your cases 
further." 

The demands for money made by these "capital- 
securing" concerns are sometimes very plausible. In 
a case in mind an inventor was approached with the 
suggestion that foreign patents on an invention of 
his would be exceedingly profitable and that the con- 
cern communicating with him would be glad to under- 
take their sale. Of course the patents must be secured 
before they could be sold, but the managers of the ac- 
commodating capital-securing concern were so favor- 
ably impressed with the merits of the invention and 
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the profits that might be obtained therefrom, that 
they were willing to help the inventor get the foreign 
patents, and for a suitable interest in these patents 
would put up a full one-half of the total cost. Inves- 
tigation showed that the fees charged by this house 
were something over twice what the patents could 
be secured for through other channels. Hence, the 
promoting concern was entirely safe of at least a 
moderate profit on its proposition. It is not unrea- 
sonable to suppose that it would have made further 
demands and further profits out of the transaction 
had its first offer been accepted. 

Instances of the exactions of these concerns might 
be multiplied indefinitely. It is, however, entirely 
sufficient to lay down the general rule that in New 
York — and presumably in the other large cities of the 
country — no matter what the pretext, nor how alluring 
the ends to be attained, any advance payment de- 
manded by a promoting concern should be regarded 
as a danger signal warning the applicant off. Repu- 
table houses do not make demands of the kind, and 
it is but inviting loss and disappointment to devote 
time to negotiating with a concern that does. 

It is possible, of course, that there may be institu- 
tions of the kind conducting legitimate businesses and 
even asking advance payments from their clients, but, 
if so, their number is too few to affect the general 
rule, and their whereabouts is unknown to the writer. 

When we come to individuals, as has been said in an 
earlier chapter, promoters may be found who really 
promote, but to discover them is apt to be a matter of 
considerable difficulty. They do not either adver- 
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tise or even call themselves promoters. Their pro- 
moting is of a semi-private nature, and in perhaps the 
majority of cases, in connection with their regular 
business. They are not professional promoters and 
are not to any extent in the public eye. 

The real professional promoters of the larger cities 
are the unsuccessful ones. Most of these have drifted 
into promotion because thrown out of their accustomed 
channels, or perhaps they have been "drifted out" 
by unfortunate enterprises which they undertook to 
finance and which have gradually absorbed their time, 
money and attention to the loss of all other business. 

The majority of these promoters are elderly men; 
in many cases men who have been in business and 
successful business, but have for one reason or another 
lost their money and their business standing and have 
taken up promoting as a forlorn hope. Once in the 
toils they rarely escape, but go on year after year, 
eking out existence as best they may and looking 
forward to some happy stroke of promotion luck that 
will put them on "easy street.*' 

It is but rarely that these professional promoters 
accomplish any financing of importance, and they live 
by borrowing, by an occasional small commission, by 
payments for introductions, by advances from credu- 
lous clients and by other receipts of uncertain nature. 
They are usually seedy, almost invariably in financial 
straits, and always cheerfully ready to take on new 
business. 

Many of these promoters have good connections, 
and they will explain at length just whom they are 
related to, what prominent business men they are ac- 
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quainted with, or have had dealings with, and will give 
details to show their familiar relations with the parties 
mentioned. In most of these cases the statements 
are largely, if not wholly true, but unfortunately the 
promoters have no standing with these friends or con- 
nections that affords a basis for the transaction of 
business. Usually an introduction from one of them 
is of but little value. At times it is of positive dis- 
advantage. In other words, in such cases the party 
with an enterprise might better appear before the 
promoter's friends as a perfect stranger than to be 
introduced — and thereby discredited — ^by the promoter 
himself. 

It is easily seen that the class of business that would 
usually come to these promoters is not of the highest. 
A good enterprise could only come through their hands 
by accident. For this reason the mere fact of an enter- 
prise being in their hands is sufficient to cast suspicion 
upon it. 

These promoters are always ready for new business 
of any kind, and demand a handsome interest, com- 
mission or percentage for their services, but are usually 
willing to make large concessions if necessary. In 
any case, they are quick to see an opportunity to secure 
an advance, or expense money, or any other contribu- 
tion from their client. They usually demand contracts, 
are always ready to tie their victims up indefinitely 
if they can, and when they do secure an enterprise to 
promote, distribute prospectuses as freely as the cost 
of these prospectuses will permit, pass the enterprise 
along to all their confreres of the promoting clan, 
and "hawk" it generally and widely. It is discredited 
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by the mere fact of their presentation. Occasionally, 
of course, such promoters do get hold of a good enter- 
prise and succeed in interesting other promoters of 
more influence, or even reach men with money, but 
as a rule the man with the enterprise had better give 
them a wide berth. 

Another related class of promoters are those en- 
gaged to a greater or less extent in the gold brick 
industry. These promoters or brokers are of a finan- 
cial standing usually a little better than those described 
though their moral standing is a little worse. These 
men find it difficult to "lie up to the truth" when 
describing their enterprises, and their first rule of ac- 
tion is to get money — ^honestly if they can. These 
men usually have a very clear perception of the real 
merits of the enterprises which they undertake. They 
prefer, however, the easier promotion of a fraudulent 
or semi-fraudulent enterprise, with its ready returns 
from a people that "like to be humbugged," to the 
slower and more hardly earned returns of a sounder 
undertaking — if, indeed, they could finance such an 
undertaking. 

It is obvious that a mining proposition costing but 
a few thousand dollars, remote from investigation, 
capitalized at some millions of dollars and with the 
hopes or imaginations of the promoters supplying the 
"facts" for its presentation, can offer attractions that 
no honest undertaking can. Also, as a matter of 
practice, it will secure money with an ease and abun- 
dance — so long as the public continue to exemplify 
the old proverb in regard to a fool and his money — 
that cannot be equalled by the most meritorious of 
honest enterprises. 
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The men who promote these schemes depend for 
their continued success upon the very large number of 
people to whom they can appeal, and are aided by the 
aversion of the ordinary man to mention the fact of 
his having been worsted in an investment. If their 
present clients are defrauded — or to put it more ele- 
gantly, if their investments turn out "unfortunately" — 
the broker or promoter in the case esteems the matter 
of minor importance so long as it is not made public, 
or if it is made public, so long as his name is not 
connected therewith. There are plenty of fresh vic- 
tims to prey upon, and with these the previous history 
of the promoter is not prejudicial because unknown. 
When it does become generally known the promoter 
changes his name, and freed thereby from the dead 
weight of his well-earned reputation, and carrying 
with him a full equipment of loaded dice, he starts 
afresh elsewhere in the battle of life. 

Another class constantly verging on the edge of 
misrepresentation and not infrequently passing over 
on the other side, is composed of impecunious owners 
or promoters of enterprises yet to be financed. In 
many cases these men have brought their enterprises 
to the existing condition by material sacrifices, and in 
almost every case they feel that their entire future 
depends upon their success in this particular under- 
taking. Often they are relying upon the money ob- 
tained from their "deals" for actual living expenses. 
Add to this the fact that generally and naturally their 
enterprises are either in bad condition, impractical, 
worthless or held by uncertain tenure, and the diffi- 
culties of their position are apparent. Money must be 
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had. It is needed not only in their businesses, but 
to obtain the necessaries of life for themselves and 
perhaps those depending upon them. Believing as they 
usually do to the utmost in the value and future profits 
of their undertakings, these promoters feel that if they 
can get money in any way, even though the bounds 
of prudence or honesty be overstepped, they are right 
in so doing ; that the ends to be attained amply justify 
the means, and that in the final "round-up," their 
victims will be glad they were brought in, even though 
the representations that secured them verged on mis- 
representation, because of the great wealth that will 
then be theirs. Promoters of this kind are usually 
willing to assist in promoting the enterprises of others. 
They are always on the lookout for funds. As a 
class they are not to be taken seriously, but consider- 
able caution is advisable in dealing with the individual. 
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CHAPTER XXXIX. 
COMMISSIONS AND BONUSES. 



When financing an enterprise the owner may be call- 
ed upon to pay commissions or compensation for ser- 
vices rendered, as follows : 

(i) To parties who effect a sale, when the matter 
is one involving a sale. 

(2) To parties who directly secure money for the 

enterprise, whether by sale of stock or other 
securities, or by the sale of an interest in 
the enterprise. 

(3) To parties who interest other parties, these 

other parties bringing money into the enter- 
prise. 

(4) To parties who give introductions leading di- 

rectly or indirectly to money. 

Commissions under the first head — ^that is, to par- 
ties who make a sale of the subject matter of the 
enterprise, as an invention, mine, etc. — are simple. 
Such a transaction is usually clean-cut and a fair com- 
mission is easily determined, although there is no 
absolute rule. A sale of real estate in New York 
City carries a commission of one per cent, in the ab- 
sence of other agreement. Five per cent, is supposed 
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to be the proper commission for the sale of a mine. 
For general offerings there is no understood amount, 
the matter being a subject of special agreement in each 
case. 

Under the second head, where the parties sell stock 
or bonds or an interest in an enterprise, the conditions 
are more difficult, but the matter is still usually clean- 
cut and the commission or compensation paid the 
broker or promoter is not difficult of arrangement. 
This is usually a percentage of the money secured, or 
perhaps some stock interest ranging from five to twen- 
ty-five per cent, or even more. Or sometimes a certain 
amount of stock will be given the agent or promoter 
in payment for his services, this amount having no 
relation to the cash secured, or at times the owner 
of the enterprise will turn over a block of stock to 
the promoter with which to raise the needed funds 
leaving the promoter to save what he can out of this 
stock for himself. 

Under the third head, where parties interest others,, 
these latter securing the money for the enterprise, the 
conditions are apt to be harder. The immediate par- 
ties do nothing beyond interesting others who may 
perhaps secure the needed money from still other par- 
ties. If, however, the money comes in, the first par- 
ties who occupy the position of "connecting links'' are 
entitled to a fair payment, the amount of which should 
be agreed upon in advance and which is sometimes 
difficult of estimation. If, however, the money comes 
only in part, or comes in conditionally, the matter 
may become complicated, and still more so when, as 
sometimes happens, the matter passes through the 
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hands of two or three parties before the actual investor 
is reached, each of these pfirties demanding payment 
for his services. 

In a recently decided case this very point came up. 
A Boston broker was appealed to for money to de- 
velop a mine. He agreed to undertake the matter 
on condition that he receive a commission of ten per 
cent, if he secured the money, either directly or indi- 
rectly. Not being able to raise the money himself, 
he introduced his client to a New York broker, who 
also made a commission agreement with the owner 
of the mine. The New York broker in his turn failed 
to get the money directly, so introduced the mine 
owner to a third party. This third party also made 
a contract for compensation with the long-suflfering 
mine owner and then got the money. The Boston 
broker was supposed to have been eliminated by this 
time, but hearing that the enterprise was financed, 
he promptly brought suit for his commission and won 
his case in the lower courts, only failing to collect 
because the whole enterprise went to pieces. 

Commissions under the fourth head — for introduc- 
tions — rfrequently strike those unfamiliar with the 
practice as peculiar and uncalled for. Under ordinary 
circumstances, and particularly in the smaller towns 
and cities, if a man cannot or will not put money 
into an offered enterprise himself, but thinks a friend 
or an acquaintance may be disposed to do so, he will 
introduce the owner of the enterprise to this friend 
or acquaintance a,s a matter of course and of courtesy, 
without expectation of profit. In the larger cities, 
however, and especially in financial circles, an "un- 
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paid" introduction leading to money would be regard- 
ed as an amazing and inexcusable disregard of the 
proprieties of business. 

The practice is not without justification. In finan- 
cial circles a man regards his moneyed friends and 
connections as part of his capital. If he needs money 
for a good enterprise he can probably get it from them. 
Their capacity is, however, limited. If then, he "taps" 
these money reserves by introducing a friend or a 
business acquaintance with an enterprise to finance, he 
looks upon the proceeding as in effect parting with a 
portion of his capital and demands payment accord- 
ingly. 

Or from another standpoint, he may look on it that 
he cannot help the man with the enterprise directly, 
but he can indirectly, and that he is just as clearly 
entitled to payment for this partial assistance as if 
he did the whole thing — not to so much, perhaps, 
but still to a substantial compensation. Be the ethics 
what they may, the fact remains that in promoting and 
financing circles a commission or payment is expected 
for introductions made for the purpose of securing 
money, when money is secured thereby, and further 
it may be said that this payment can be exacted by 
legal proceedings unless it is clearly understood that 
no such obligation is incurred by the party introduced. 

There is no rule or custom as to the amount of 
such a commission. Usually an agreement will be 
made that a commission is to be paid if money is 
secured, this commission either being a percentage or 
some fixed sum. In one case the owner of some valu- 
able oil properties paid several thousand dollars in 
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cash for such an introduction, the payment being due 
as soon as the introduction was made, without regard 
to results. Such an arrangement is not, of course, 
usual. 

When arranging for an introduction of the kind, 
care should be taken that the liabilities for commis- 
sions extend only to money secured for the matter 
in hand. Otherwise the introducer may claim a com- 
mission on further business transacted between the 
introduced parties for an indefinite length of time. In 
the absence of an express agreement to that effect, 
such a continuing claim could not ordinarily be en- 
forced, but trouble may be saved by a distinct under- 
standing that commissions are only to be due on the 
one particular transaction. 

As to the amount of commissions in general no- 
fixed rules exist. It will depend largely on the condi- 
tions. If a man has a first-class enterprise, attractive 
in nature and in good shape, and particularly if he is 
not harassed by personal financial necessities, or the 
necessities of the enterprise, he will have to pay a fair 
commission, but not at all an excessive one. His 
commission payment then would probably range from 
five to ten per cent, of the amount secured, or perhaps 
some lump amount in securities of the enterprise would 
be agreed upon. If the enterprise is not quite so 
meritorious, or the financial condition of the owner 
is not so good, the commission rate will run higher, 
probably from ten to twenty-five per cent. With a 
doubtful enterprise or a desperate need of finance, the 
commission demanded will run up to an indefinite 
percentage. 
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The matter is also frequently complicated by 
changes in the terms on which funds are obtained. 
It is but seldom that money for an enterprise is ob- 
tained on the proposition first made, especially where 
the conditions of the enterprise are not of the best. 
The men with money are usually good business men 
and have very clear ideas as to the merits of a propo- 
sition, and if it is not in the best shape or not in the 
shape that suits them, have no hesitation in suggesting 
changes. Usually the man with an enterprise will 
find it of advantage to meet any reasonable demands 
and then if commissions have been arranged on the 
basis of the original proposition, without some pro- 
vision for changes therein, a fair adjustment of the 
matter may be very difficult. 

Frequently when dealing with a promoter, the 
owner will name his best terms, or as otherwise ex- 
pressed, will fix a flat price for the interest offered 
and then let the promoter raise the necessary money 
and save or make as much for himself as he can — ^per- 
haps within fixed limits. For instance, the owner of 
an enterprise may be willing to give a half interest 
for the money he requires, the amount being stipulated. 
He turns the whole matter over to his promoter under 
an agreement to deliver fifty per cent, of the enter- 
prise as a consideration for the designated amount, 
expressly stipulating that he shall not be liable for 
any commissions or for any expenses incurred by the 
promoter in his work. This does not provide any 
specific commission for the promoter, who must then 
make his profits the best way he can. 

If the enterprise is a desirable one, and the promo- 
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ter a man of fair ability, he may perhaps induce the 
parties with whom he is working to allow him some 
payment for his services. In the ordinary enterprise 
this is, however, a somewhat difficult matter, as the 
man with the money is almost sure to demand at least 
fifty per cent, of the undertaking in return for the 
money he invests, and is not inclined to give any of 
it to the promoter. Ordinarily, therefore, the pro- 
moter cannot look to the purchaser for a commission, 
and he would then probably increase or "load*' the 
price of the half interest before offering it for sale, 
with the expectation of retaining the excess amount 
as his compensation. This practice is common and is 
not open to objection — legal or otherwise — ^provided 
that the increase is reasonable in amount and that the 
promoter appears in the matter as the agent of the 
owner. 

To guard against excessive loading when a "flat*' 
price is given, the owner should fix some maximum 
figure above which the broker or promoter may not 
go. Theoretically the promoter would himself stop 
at a reasonable price, but in practice he does not do 
this, frequently loading so heavily that success is im- 
possible. Some price limitation is therefore very 
desirable. 

When the services of a broker or promoter are re- 
tained, a written commission agreement is customary 
and very desirable. This may be as formal or in- 
formal as desired, provided it is clear. A proposition 
in ordinary letter form, addressed to the promoter and 
making him a direct offer will, when accepted by him, 
be quite as effective and binding as the most formal 
contract. 
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The details of the agreement should, however, no 
matter what its general form, be expressed with abso- 
lute clearness. Usually the agreement will, if of any 
importance, be drawn by the attorneys of the interest- 
ed parties, but in any case these parties should see 
that the important points which follow are properly 
and clearly covered. 

( 1 ) The agreement should designate specifically the 
enterprise covered by its terms. Also the general plan 
or proposition on which it is to be financed should be 
stated broadly at least. This should be done for the 
sake of clearness and to aid in the interpretation of 
the contract provisions. 

(2) The agreement should be confined to the im- 
mediate issue — that is, it should apply clearly and 
unmistakably to the one enterprise then in hand, and 
to work performed in connection with that enterprise 
and in accordance with the terms agreed upon. Fre- 
quently a commission agreement will be so vague in 
its terms as to raise the question whether it does 
not also include other undertakings which the owner 
of the enterprise may perhaps be financing then or take 
up later. 

(3) The agreement should be clearly defined as to 
scope. Frequently a promotion contract for patent 
or other rights, intended to apply only to the United 
States, will be so loosely drawn that the promoter can 
claim to control foreign rights as well. If the agree- 
ment is intended to apply only to the United States 
or to some portion of it, or if otherwise, the condi- 
tions should be clearly stated. 

(4) The agreement should be limited as to time, 
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particularly when the rights granted are exclusive. 
Usually a promoter — and not improperly — ^will de- 
mand an exclusive control of some kind, but if so the 
time at which such control will terminate should be 
definitely fixed. If this is not done, the promoter 
may be unable to finance the enterprise promptly, or 
will perhaps not push the matter at all, and then when 
the owner becomes impatient or finds other oppor- 
tunities to get the money he needs, the whole thing 
may be held up by the promoter until he is paid for 
its release. Also, if the promoter will consent, it is 
wise to provide some means of terminating the agree- 
ment before the specified time should the owner find 
other channels of financing, provided, of course, that 
no binding obligations have been entered into at that 
time by the promoter. In such case the promoter 
would probably — and properly — require that some 
proportion of his commission should be paid as com- 
pensation for his trouble in the matter. 

(5) The agreement should make provision for any 
partial fulfilment of its terms. The promoter may 
secure but a portion of the required money within 
the specified time. It should therefore be provided 
that the owner is at liberty either to accept or reject 
these partial subscriptions. In case of acceptance the 
promoter would of course have a pro rata commission 
on the amounts actually obtained. 

(6) The agreement should provide for any modifi- 
cation or readjustment of the original plan. As al- 
ready stated, it is but seldom that an enterprise is 
financed along the lines first laid down, and some 
flexibility in this respect in the commission agreement 
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is therefore desirable. Without it the owner may in 
the course of the negotiations have an advantageous 
proposition on a modified basis, but be unable to ac- 
cept it on account of the rigid terms of the commission 
agreement — that is, the promoter may then have it 
in his power to hold up the whole matter until terms, 
satisfactory to him, are agreed upon, or until his full 
commissions have been paid. 

To cover this point the .agreement might provide 
that in case of any change in the proposition the com- 
missions shall be settled by reference to a third party 
if the principals cannot agree. 

(7) The agreement should state with precision the 
commissions that are to be paid and whether these 
commissions are payable in cash or in securities. If 
the latter, the securities intended should be clearly 
designated. 

(8) The agreement should specify whether the com- 
missions are payable on the net amount secured or on 
the gross amount before deductions are made for ex- 
penses. If not otherwise specified, the commfssion 
would be payable on the gross amount. 

(9) The agreement should state when and how 
commissions are payable. Unless otherwise stipulated, 
commissions are payable as soon as the owner of the 
enterprise reaches a definite agreement with the par- 
ties who are to invest. Then, perhaps before the 
owner has received any money, the promoter may 
legally claim and enforce payment of his commission. 
To provide against this the commission agreement 
should state that commissions are payable only when 
and as payments are received by the owner of the en- 
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terprise. If a part of the commission is payable in 
securities, the time of delivery for these securities 
should be clearly stated. 

( 10) If the promoter is himself to pay the expenses 
of his effort to secure money, it is advisable that this 
be specified in the contract. The promoter might not 
be able to substantiate a claim for expense payments 
even without specification, but to avoid trouble the 
matter should be clearly stated. 



The bonus differs from the commission. A com- 
mission is a pa)mient for services rendered; a bonus 
is something in addition to this payment, or, speaking 
generally, it is a donation or gift given as an induce- 
ment for * the accomplishment of some special end. 
For instance, the owner of the enterprise may enter 
into a commission agreement with a promoter in which 
the amounts of commission are specified. The owner 
may then offer a bonus in addition to this commission 
if the promoter will complete the matter within a speci- 
fied time. Or if bonds are to be sold, a certain amount 
of stock is frequently given as a bonus. In this case 
the bonds are offered at a certain price and the stock 
is thrown in without direct consideration, as an addi- 
tional inducement for the purchase of the bonds. Or 
sometimes a bonus or gift of stock will be given to 
some influential party merely to secure the use of his 
name, perhaps as a director or possibly merely as a 
stockholder. It is also quite common to give a bonus 
of common stock when preferred stock is offered for 
sale, especially if the preferred- stock does not carry 
the right to vote. At other times cash bonuses are 
employed on the same general lines. 
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Bonuses of the kinds discussed are common and are 
frequently employed to much advantage. At times 
they add materially to the attractiveness of corporate 
offerings, and are used in other matters to good effect. 
Within the knowledge of the writer a bonus of $5,000 
in cash was paid a prominent firm of attorneys to 
allow their names to appear as counsel of a certain 
enterprise. In addition to this substantial pa3rment th€ 
attorneys received their regular fees for all the work 
done by them in connection with the enterprise, the 
first amount figuring purely as a retainer. The solidity 
given to the enterprise by the appearance of these 
responsible parties as its attorneys, was considered, and 
probably was worth the full amount paid them. 
Whether it was a strictly professional proceeding on 
the part of the attorneys is another question. It is 
presumable that they investigated the enterprise thor- 
oughly and satisfied themselves of its real worth be- 
fore entering into the arrangement. 
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LEGAL ASSISTANCE. 



There are times in the financing of any enterprise 
of material value when legal assistance is desirable 
and perhaps essential. If a development contract is 
to be entered into, if a partnership is to be formed, 
if a corporation is to be organized, and particularly 
if promoters are to be dealt with, or if contracts are 
to be drawn up with moneyed men who are to finance 
or be otherwise interested in the enterprise, a lawyer 
should be employed. 

This proposition requires but scant comment. It is 
a lawyer's business to understand, to advance and to 
safeguard the interests of his clients in matters of 
this kind, and just as a machinist is employed to con- 
struct a model, or a physician to treat some serious 
ailment, so should a lawyer be employed in the formali- 
ties connected with the financing of an enterprise. In 
the less important preliminaries, or when the whole 
matter is perhaps merely one of discussion, he may 
not be needed. When, however, the point of fixed 
agreement is approached, his services are very desira- 
ble. They may, of course, be dispensed with, but such 
"dispensation" is apt to be a reckless and extravagant 
proceeding. 

The man who is not versed in the law and not 
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familiar with contracts cannot safely write one or pass 
upon one already written. He may understand the 
English language well, but will be totally unable to 
see the pitfalls concealed in the legal phraseology of a 
well-drawn contract. He may be able to write with 
accuracy and even elegancy, but being unacquainted 
with the requirements of the law and not knowing 
the "danger points" of an agreement, he is as little 
qualified to draft a contract as he is to argue a case 
in court. 

All through the procedure of financing the man un- 
familiar with the law — if acting without an attorney — 
is working at a serious and even dangerous disad- 
vantage. He will stumble into a partnership — as is 
frequently done without intent when the owner of the 
enterprise and the man with money join forces — ^with- 
out the least idea of the responsibilities assumed, the 
risks involved or the best arrangements to be made. 
If a corporation is to be organized he may perhaps 
be able to comply with the statutory formalities and 
may carry through the organization. If he does, it 
will be but lamely, and his corporation will also usu- 
ally limp. Something of advantage will be omitted, 
something unnecessary or even injurious will be in- 
cluded, and not one time in a hundred will the cor- 
porate organization be so arranged as to secure all the 
available advantages and the best possible working 
mechanism. An unskilled man is groping in the dark 
and it would be strange if he should attain the best 
results. 

Particularly, as has been said, should a lawyer be 
retained when negotiations are to be carried on with 
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promoters and moneyed men. As a rule these men 
are naturally acute and are experienced in the matters 
involved. They know exactly what advantages are 
to be gained and how to gain them. They are them- 
selves usually assisted by or are in consultation with 
first-class lawyers, but even if they are not, the man 
with an enterprise should not be thereby lulled into 
fatuous security. The probabilities are that they 
are so familiar with the matters in hand, know so 
thoroughly every trick to be turned, and are so versed 
in the related requirements of law and business that 
no lawyer is needed to protect their interests. In all 
cases he may rest assured that lawyers are within easy 
reach should the need arise, and if the man with the 
enterprise is not similarly prepared he is hopelessly 
outclassed from the start. Then, if he finds that his 
contract means a little more or a little less than he 
supposed, or finds that the control has been taken 
from his hands without adequate provision for his 
protection, or finds that something else essential to his 
interests has been omitted, or that something injurious 
to his interests has been included, he has no one to 
blame but himself. He has gone as a sheep to the 
shearing, and if he returns more or less shorn it is 
but the happening of the expected. 

The man with an enterprise will sometimes, how- 
ever, not only omit to employ a lawyer of his own, 
but will actually leave the whole matter in the hands 
of the attorneys on the other side. At this time the 
relations between all the parties are, as a rule, pleasant, 
the lawyers employed by the people with whom he is 
negotiating are perhaps men to inspire confidence, and 
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the man with the enterprise feels that he is safe in 
their hands. In consequence he allows them to ar- 
range the details and to draw the papers, merely 
checking up on the main points and trusting to their 
explanations of any matters he does not understand. 

The folly of such a proceeding cannot be too strong- 
ly condemned. It has been said that a man who is 
his own lawyer has a fool for his client, but the term 
is not strong enough to describe the man who looks 
to the other man's lawyer for his own protection. It 
is but rarely, if ever, that the interests of the parties 
on the two sides of a deal are the same. Then, for 
the man with the enterprise to entrust his interests to 
an attorney retained by the opposing parties, is un- 
wise, to say the least. No man can serve two masters 
and no matter how honorable an attorney may be, 
he can rarely represent the two parties to a transaction 
with entire justice to both. His first duty is to the 
man who employs him, and if either party is to be 
favored, his employer will undoubtedly and properly 
be the favored one. 

For instance, if a contract is to be drawn up with 
a promoter, it may be so worded as to be an exclu- 
sive and perpetual one — ^that is, one that will tie the 
enterprise up indefinitely if the promoter does not 
succeed in his financing. Such a contract clause is 
much desired by the ordinary promoter. Certainly, 
then, the lawyer of that promoter should not and 
would not think of calling attention to this feature 
of the contract if the owner of the enterprise did not 
see it himself. If such a contract is executed, the 
enterprise is practically mortgaged to the promoter, 
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the owner will find much trouble in releasing it and 
usually before the enterprise can be financed by the 
owner, or anyone else, the promoter must first be paid 
his full commission, or perhaps some smaller amount 
agreed upon as a compromise. 

Or again, the inventor may be entering into a con- 
tract for the operation of his patent. Here a number 
of important points must be covered. Perhaps in the 
particular instance, a satisfactory royalty may be pro- 
vided, but no fixed minimum production. Such an 
omission is not infrequent in royalty contracts and is 
directly in the interests of the party with whom the 
inventor is contracting. Certainly the attorneys for 
this other party would not and could not properly call 
the omission to the inventor's attention. Then the 
unhappy inventor, not being familiar with the subject, 
is not himself apt to discover the damaging omission 
at all, or should he do so, does not usually realize 
its significance until too late. Then, when the contract 
is closed, if the manufacturer does not care to operate 
under the patent he cannot be forced to do so, the 
inventor receiyes no royalty, finds himself hopelessly 
tied up and has no recourse of any kind save to abuse 
himself for the reckless disregard of ordinary business 
precautions which has caused his trouble. 

Or there may be local laws or conditions that will 
materially affect the contract, or the general arrange- 
ments entered into by the owner of the enterprise, but 
which this latter knows nothing about, and if he is 
depending on* the other man's lawyer, is not likely 
to discover until too late for the proper protection 
of his own interests. 
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In short, the details connected with the financing 
of any enterprise of material value are so important 
and there are so many details, technical or otherwise, 
to be observed that to carry them through without the 
assistance of an attorney is a most dangerous waiver 
of the rules of safe business. As to those who not 
only fail to retain an attorney, but actually leave their 
interests in the hands of the parties on the other side 
and the attorneys of those parties, it can only be said 
that they deserve whatever hard fate befalls them. 
They are looking for trouble and will doubtless find it. 

It is obvious of course that this necessity for legal 
assistance does not exist to the same degree, or at 
all when the matter is of small value or importance 
and the parties on both sides, even though unversed 
in the law, are not represented by lawyers. A man 
may with reasonable safety make a contract in minor 
matters with his friends or neighbors without going 
to the expense of a lawyer's fee. Here the contract- 
ing parties are in friendly relation, stand on an equal 
basis in their ignorance of the law and are presuma- 
bly desirous of a contract fair to all parties. There 
is no "playing for points,'* and the whole matter is 
merely one of expressing the wishes of the parties in 
the plainest, simplest language possible. 

When, however, the man with the enterprise is deal- 
ing with strangers, and in any case where the amounts 
involved are large, and particularly when attorneys 
are employed on the other side, the situation is entirely 
different and the remarks that have been made as to 
the importance of legal assistance apply with force. 

While insisting on the importance of legal aid, the 
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author must admit that a poor lawyer is even worse 
than none, and that a competent attorney is apt to 
be costly and is often difficult to secure, especially 
for the stranger. Also, if all the profits of a trans- 
action are to be paid to lawyers, they might as well 
be lost at once. How then is a stranger to tell the 
good from the bad, and how is he to guard against 
such excessive charges as will be either beyond his 
ability to pay, or outside the justifiable expenses of 
the particular case? 

In the first place, any lawyer selected should be at 
least reliable and of reasonable ability. If the party 
desiring the services of an attorney has friends in 
the particular city, they can usually direct him to a 
lawyer who is honest and fairly capable. The party 
should himself be able to gain some idea of this at- 
torney's ability by a preliminary discussion of the 
matter with him. A reputable attorney will not make 
any charge for a short conference of the kind, though, 
if there is any doubt on this point, the prospective 
client may properly set it at rest by a direct enquiry. 

Speaking generally, it is not advisable for the man 
with an ordinary enterprise to retain either an inex- 
perienced lawyer or one of much prominence. If 
the matter is at all complicated an inexperienced law- 
yer cannot properly protect the interests of his client. 
A prominent lawyer, on the other hand, may charge 
much more than the enterprise can afford to pay. In 
a matter of moderate importance the best results are 
often secured by the employment of a young lawyer 
who is not far enough along to charge excessive fees, 
but who has yet had sufficient experience to qualify 



Digitized by VjOOQ IC 



488 FINANCING AN ENTERPRISE. 

him for the work. He will, as a rule, take far more 
interest in the matter than would an older man, be 
more active in its behalf and be more moderate in 
his charges. 

The legal fees in matters connected with the financ- 
ing of an enterprise vary greatly with the work to 
be done and the values involved, ranging from $25 
or $50 for the drafting of a simple contract in some 
ordinary enterprise, up to the enormous amounts paid 
in the larger flotations. If the client cannot afford a 
large fee, or the matter does not justify it, he will 
do well to determine and arrange in advance for the 
cost of the services desired. No reputable lawyer ob- 
jects to an enquiry of this kind. In many cases, and 
whenever he can do so with safety and propriety, he 
will name a fixed price. Usually he can name a sum 
which his fees will not exceed, and always he can 
give some general idea of his charges. 

If the client's means are limited it is always ad- 
visable for him to explain the situation fully to his 
attorney. In such case this latter will usually either 
agree to keep within some specified amount, or will 
frankly tell his client that he cannot do the work 
within the limits mentioned and will perhaps advise 
him what had best be done. Frequently and not im- 
properly, attorneys will take all or a portion of their 
fees in the securities of the enterprise to be financed, 
or wait for payment until some future date. In either 
of these cases the attorney will properly expect a 
much larger fee, particularly if it consists of stock 
or some other interest in the enterprise which depends 
upon the success of the undertaking to give it a value, 
than if the payment were cash. 
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Unless some understanding is reached in advance, 
the client not familiar with lawyers' charges is apt 
to be very disagreeably surprised when his account 
is rendered. A demand for thousands may come in 
when the client is expecting hundreds, or a charge 
of hundreds be made when the client is expecting a 
modest fee of $25 or $50. Any unpleasant possi- 
bility of the kind may always be avoided by a prelimi- 
nary discussion of the matter with the attorney. 

The work of the lawyer does not end with the 
mere formal preparation of legal instruments. His 
functions extend far beyond this. He is, or should 
be, a good business man and will advise — and usually 
advise wisely — as to the merits and details of the 
arrangement to be entered into, will make practical 
suggestions, and, if desired, will conduct or assist in 
the negotiations. Furthermore, it is to be remembered 
that lawyers on occasion make very excellent promo- 
ters themselves. 

On the other hand, it must be noted that there are 
members of the legal profession who regard clients 
as "their natural enemies" — this expression coming 
directly from an attorney who undoubtedly acts on 
this belief — to be preyed upon as may be possible, and 
to be protected from the outside world only to be 
preserved for the benefit of their attorneys. The law 
is not peculiar in this respect. All callings are afflicted 
with disreputable members, and the shyster lawyer is 
a feature, not a characteristic, of the legal profession. 
By enquiry, by a preliminary discussion and by a 
general sizing up of the particular lawyer, and by an 
advance discussion of fees, it should always be possi- 
ble to avoid the clutches of unworthy members. 
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When a lawyer is secured the client should co- 
operate with him in every way. His attorney, even 
though a good one, can hardly comprehend the matter 
in all its bearings as well as does the client, or not 
being infallible, may possibly make a mistake or be 
guilty of an oversight, and the client should be at hand 
to assist, to check up, and to supplement as far as 
he can. It is a matter in which both are interested, 
but in which the client has most at stake. 
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CHAPTER XLI. 
ADAPTATION OF CORPORATE FEATURES. 



Almost any business arrangement desired is possi- 
ble under the corporate form. A few instances will 
perhaps best illustrate the flexibility of the corporate 
system and the manner in which it may be used to 
further the financing and development of an enterprise. 

Possibly an inventor may have devised a new mech- 
anism. He wishes money to patent his invention and 
construct a model. He interests some friend who 
agrees to advance the few hundred dollars required 
for this work on condition that he be given a half 
interest in the invention. They must then either form 
a partnership or a corporation. A partnership is usu- 
ally objectionable and they will probably decide upon 
a corporation. 

As discussed in a preceding chapter (Chapter XVI), 
the amount of capitalization fixed upon for this cor- 
poration would usually be immaterial. To avoid the 
expense incident to a large capitalization, such as state 
fees, attorneys' fees, taxes, etc., the interested parties 
would probably fix on some small amount, say $i,ooo, 
and the corporation is formed. The inventor assigns 
his invention to the corporation, agrees to assign his 
patents to it when secured, and receives stock to the 
face value of $500. His friend undertakes to supply 
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the needed money up to whatever limit may have been 
agreed upon, and in return receives the other half of 
the capital stock. 

The corporation is then composed of but two mem- 
bers or stockholders, each holding one-half the stock. 
If the law — as is the case in most states of the Union 
— requires three directors, some friend, relative or per- 
haps the wife of one of the parties is invited to act 
as the third director. The inventor and his associate 
are probably the only officers elected, most convenient- 
ly one as president and the other as secretary and 
treasurer. The little corporation is then distinctively 
a "close" corporation. It could be managed with as 
scant formality as a partnership, and would run along 
easily until the necessary patents were secured, a model 
constructed and the enterprise brought into shape for 
financing and development. 

At this stage a larger corporation is desirable. Two 
courses are then open. The capital stock of the small 
corporation may be increased or an entirely new cor- 
poration be organized. Usually the new organization 
is preferred. Then the value of the invention and, 
based upon this, the best capitalization of the com- 
pany — which before was a matter of indifference — 
becomes a question of much importance. The manner 
in which it would usually be determined is also dis- 
cussed in a preceding chapter (Chapter XVII). 

The inventor and his friend are probably willing 
to give a half interest in the enterprise for the money 
necessary for its development. This money might per- 
haps be estimated at $25,000. Then the capitalization 
might be fixed at $100,000, all presumably common 
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stock, of which they will offer $50,000 face value for 
the needed money. 

If they settle on this offer of $50,000 of common 
stock for their money and wish to carigr the matter 
through on this basis without change and without 
making concessions of any kind to the men with 
money, they would then organize the corporation — 
which would make changes of stock difficult, whether 
as to amount or character — and secure their money 
on the offered terms if they could. Unless, however, 
the whole arrangement has been made in advance, 
there might be much doubt as to whether the money 
could be raised on the exact plan proposed, and if so, 
the owners of the enterprise would not incorporate, 
but merely adopt the arrangement in a tentative way, 
so that it might be changed if necessary. 

It is more than probable that the plan proposed 
would not suit the men with money. The offer of 
$50,000 of common stock might not appeal to them. 
Possibly they would suggest that as they were putting 
in all the money it would only be fair that this money 
be secured in some way. Perhaps they would propose 
that of the $50,000 of stock to be given them for the 
money, $25,000 be made a six per cent, cumulative 
preferred stock, payable in case of liquidation of the 
company out of its assets before anything was received 
by the common stock. 

Such a demand is not unreasonable. The preferred 
stock, it is true, would receive its six per cent, divi- 
dend out of profits before either the stock of the in- 
ventor and his friend or the common stock of the 
investors received anything, and would also have 
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preference in case of liquidation of the company. If, 
however, the owners of the enterprise felt sure of the 
merits and success of their invention they could hardly 
object to this. The enterprise, if successful, should 
not only pay dividends of six per cent, or more on 
all the stock, but accumulate assets in addition suffi- 
cient to redeem both the preferred and common stock 
at full face value on the termination of the company. 
The inventor and his friend would, therefore, prob- 
ably accept the proposition. 

Two questions might then come up, — first, whether 
the preferred stock should participate in dividends be- 
yond its six per cent., and second, whether it should 
have the right to vote. The investors would probably, 
and not unreasonably, insist upon both these points. 
Whether they should be allowed would be purely a 
matter of business policy. Probably the inventor and 
his friend would yield in both matters, as the investors 
would not really have a full half interest in the entire 
enterprise unless their stock did have these two addi- 
tional rights. If so, all the investors' stock, both 
common and preferred, would vote and their preferred 
stock — after it had received its six per cent, dividend 
and all the common stock of the company had received 
a like amount — would participate in any further divi- 
dends declared in that year, just as would the common 
stock. It is to be noted that unless expressly provided 
otherwise — usually in the charter of the company — 
the preferred stock would have these rights as a matter 
of course. 

Frequently investors will make other and varying 
demands. They might agree to the general proposi- 
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tion of a half interest for the money, but would be 
almost certain to demand control of the company. If 
this point is conceded the question at once arises as 
to how the matter may best be arranged. The control 
usually rests with the majority of the stock, the par- 
ties owning or controlling such majority electing the 
board of directors, and through this board controlling 
the company. Either then the majority of the stock 
must be given the investors, or otherwise the usual 
voting power of the stock must be limited or modified 
in some way. The end desired may be attained by 
several different methods. The more important of 
these follow. The term inventor as used therein 
designates both the inventor and his friend. 

(i) By giving fifty-one per cent, ot the voting 
stock to the investors, the inventor retaining but forty- 
nine per cent. This is the plan most commonly fol- 
lowed. The investors would then have a little more 
than half the stock of the company and the inventor 
a little less. . 

(2) By an equal division of the stock, a portion 
of the stock issued to the inventor being deprived of 
the voting power. This is effective, but in some states 
is not legally permissible, the laws prohibiting the 
alienation of the voting right from common stock. 

(3) By issuing a portion of the inventor's stock as 
non-voting preferred stock. The laws rarely if ever 
prohibit the issue of preferred stock without the voting 
right. Hence this plan may be carried out when com- 
mon stock could not be issued without the voting right. 
In this case perhaps $10,000 of the face value of the 
inventor's stock would be non-voting participating pre- 
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ferred stock and $40,000 would be as before, common 
stock with the voting right. 

(4) The stock might be divided equally between 
the two parties, but a board of directors be selected 
acceptable to the investors and to the inventor as well, 
and this management be maintained by means of a 
voting trust. This arrangement is effective and is 
discussed later. 

(5) The stock might be divided equally between 
the two parties, but be so classified that the majority 
of the directors would be elected by the investors' 
stock. This plan is also very effective and is discussed 
later. 

The voting trust plan already referred to is allow- 
able in most states of the Union, and when employed 
in the way suggested may serve a double purpose. It 
insures the investors control of the company by giving 
them a majority of the board of directors and at the 
same time may be arranged to insure representation 
on this board to the inventor and his friend, or speak- 
ing generally, to the minority interests. Under this 
arrangement a board of directors would be agreed 
upon between the parties. At this stage of the pro- 
ceeding all parties are usually friendly and a board 
acceptable to all of them could probably be agreed 
upon without trouble. If the board consists of five 
members the investors might select three of these 
directors and the inventor and his friend two, the 
control thereby being given the investors. When this 
is done the "agreed" board would be elected by unani- 
mous vote of all the stock. Then, if the entire stock 
of the company or even a majority of it were placed 
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in a voting trust for a term of years under an agree- 
ment that its full vote be cast for the designated board 
of directors, that board would be elected and continued 
unfailingly until the termination of the trust. Of 
course, provision must be made for deaths or resig- 
nations among the membership of the board. Such 
vacancies might be filled by unanimous vote of the 
remaining members of the board or by agreement 
between the inventor and the investors, or could be 
provided for in any other equitable way. The main 
point to be secured is the maintenance of the same, 
or an acceptable management for the term of the vot- 
ing trust. The arrangement is effective and is some- 
times very desirable. The actual stock held in such 
a voting trust is in the hands of trustees and cannot 
be sold or transferred in the usual way. To obviate 
this difficulty, negotiable trustees' receipts or certifi- 
cates are usually issued to represent the "tied-up" 
stock, and these represent, and when sold, transfer 
the equitable ownership of the stock. At the termina- 
tion of the voting trust the holders of these trustees' 
receipts exchange them for certificates of stock as call- 
ed for by the receipts. 

It is to be noted that an ordinary contract or agree-^ 
ment providing that stock shall be voted for certain 
persons or in a certain way, is not sanctioned by law 
and cannot be enforced in the courts, particularly when 
the stock has passed from the hands of the original 
holders. The voting trust, on the contrary, is allow- 
able under the laws of most states and its conditions 
may be enforced by legal proceedings if necessary. 

The control of the company by the investors, and 
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in addition minority representation on the board may 
be secured, if the laws permit, even more satisfac- 
torily by a classification of the stock. Under this 
arrangement the stock may be divided equally between 
the two parties, $50,000 to the investors and $50,000 
to the inventor and his friend. This stock is then 
classified, best by an insertion of a provision to that 
effect in the charter of the corporation at the time of 
organization. The $50,000 of stock belonging to the 
inventor and his friend might be classed under some 
convenient designation, as "Class A," and be given 
the absolute right to elect a certain number of direc- 
tors — two directors, perhaps, if the board consists of 
five members. The $50,000 face value of stock be- 
longing to the investors would be classed under some 
other designation, as "Class B," and this stock would 
also be given power to elect a certain number of di- 
rectors — probably three if the board consisted of five 
members. Then both of the parties hold an equal 
amount of stock and share equally in the profits and 
property of the corporation, but at all elections the 
investors' stock elects three directors and the inven- 
tor's stock elects but two, thereby giving the control 
to the investors, but also giving due representation 
on the board to the inventor and his friend. 

The general arrangement of classified stock is an 
exceedingly convenient and practical one, where per- 
mitted by the laws of the state, and may be varied 
to meet almost any desired conditions of management. 

When the voting trust is employed or stock is classi- 
fied, the inventor and his friend, or in other cases 
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the minority interests, are insured representation on 
the board. This representation is very important and 
is perhaps the most efficient possible means of pro-- 
tecting the interests of minority stockholders. This 
is so because of the very broad powers vested in the 
board of directors and the conditions which govern 
the board and its action. 

The board of directors has absolute control of the 
affairs of the company and unless its action is abso- 
lutely illegal or grossly improper, cannot be interfered 
with by the stockholders. Under these circumstances, 
if the investors elected the entire membership of the 
board it is not at all impossible that its proceeding 
might be of the star chamber order and the company 
be managed in the interests of the investors rather 
than for the good of all, and this without any positive- 
ly illegal action on the part of the board. It therefore 
becomes of the greatest importance for the minority 
interests, or in the present case the inventor and his 
friend, to have representation on the board, in order 
to know what is being done, to protest against im- 
proper action or to secure information of any illegal 
action, should such action be contemplated. 

If the inventor and his friend elected one or more 
directors, the investors would still have the majority of 
the board, and would therefore still control its action. 
The inventor's representatives must, however, be noti- 
fied of all board meetings and would have a right 
to be present, and they would therefore be able to act 
as a more or less efficient check upon improper ma- 
jority action. The minority could not in any way 
prevent proper action of the majority, but if an)rthing 
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wrong was attempted the inventor and his friend, 
through their representatives, would have immediate 
'knowledge of the proposed action and could either 
protest against it or resort to legal proceedings to stop 
it if necessary. In practice the mere presence of mi- 
nority representatives on the board tends strongly to 
prevent attempted action injurious to the interests of 
this minority. 

As stated, if a voting trust is established or stock 
is classified, board representation for the minority may 
be effectually secured. If neither of these arrange- 
ments is adopted, some other provision to the same 
end is very desirable. The best and most efficient of 
these, and the one most commonly employed, is cumu- 
lative voting. 

Under the ordinary system of voting, every share 
of stock may cast one vote for each director to be 
elected. That is, if five directors are to be elected, 
every share may cast one vote for each of five candi- 
dates, and this is the only way its full vote can be 
cast. Therefore the parties holding a majority of all 
the shares of a corporation can elect every member 
of the board of directors, and in the case under con- 
sideration, if the investors had $50,000 face value of 
voting stock and the inventor and his friend had but 
$40,000 face value, the vote of these latter would be 
absolutely unavailing. They could not elect a single 
director and would have no representation on the 
board. 

The system of cumulative voting is allowed in al- 
most every state of the Union. Under it each share 
of stock has one vote for each director to be elected 
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as before, but the manner in which these votes are 
to be cast is much less restricted. They may, if de- 
sired, be cast as in ordinary voting, one for each can- 
didate up to the full number of directors to be elected, 
or may all be cast for a single candidate, or they may 
be divided among the candidates in any way desired. 
Under this arrangement the inventor and his friend, 
holding voting stock to the par value of $40,000 or 
even to a much less amount, could, if they stood 
together, always elect one or more members of the 
board. 

For instance, suppose the board is to consist of five 
members. Then each share of stock is entitled to five 
votes at elections of directors. If the inventor and his 
friend hold $40,000 of voting stock, they would have 
400 shares — shares being $100 each — and therefore 
five times 400, or 2,000 votes, at their disposal. If the 
other parties had the remaining 600 shares they would 
cast 3,000 votes, and under the ordinary system of 
voting would infallibly elect the whole board. Un- 
der the cumulative system, however, the inventor 
and his friend being able to "cumulate" their votes 
as they saw fit, might put two candidates in nomina- 
tion and divide their entire vote between these two, 
giving each 1,000 votes. There is then no possible 
way in which the other parties could so divide their 
3,000 votes as to defeat the inventor's candidates. 
They could give three candidates 1,000 votes each 
and elect these three, but they could do no more. If 
they divided their 3,000 votes equally among four 
candidates, each would receive 750 votes, or if among 
five, each would receive 600 votes, which in either case 
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is less than the number received by the inventor's can- 
didates. As a matter of fact, the inventor and his 
associate would be absolutely sure of electing their 
two candidates — who would probably and properly be 
themselves — ^so long as they acted together. 

Occasionally the proposition of the inventor to give 
$50,000 of stock for $25,000 in cash will be met with 
a counter" proposition from the investors stipulating 
that this full amount of stock be issued as preferred 
stock with the voting right. If this preferred stock 
is limited to its six per cent, preferred dividend, the 
arrangement would be a very good one for the inven- 
tor and his friend, as all profits earned above the six 
per cent, paid the preferred stock would then belong 
to them. Probably, however, the men with money 
would demand that the preferred stock participate 
fully in further dividends. This demand would still 
not be severe. If the invention is good, profits 
should be earned that will pay far more than the 
six per cent, dividend on the preferred stock, and in 
such event the mere fact that the preferred stock is 
entitled to the first "helping" would be a matter of 
entire indifference. If the invention is not good 
enough to do this, the inventor and his friend ought 
to be even more willing to allow the investors the 
advantage of the preference, as the failure is then on 
the inventor's side. 

Sometimes, however, the investors will propose that 
they receive preferred stock to the amount of $50,000 
for their money, and in addition to this receive a bonus 
of an equal amount of common stock. Usually in such 
case the investors' offer would contemplate a non-. 
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participating, non-voting preferred stock, but even 
then, unless the conditions of the enterprise are des- 
perate, the inventor had better refuse the proposition. 
It is unreasonable and excessive. . If accepted it would 
necessitate a capitalization of $150,000 if the inventor 
and his friend are to have their $50,000 of common 
stock. The arrangement would then mean that the 
investors, in case the enterprise is successful, receive 
an annual interest of twelve per cent, on the $25,^000 
of cash actually invested by them as long as the pre- 
ferred stock is outstanding, and that whenever it is 
retired they receive back twice the amount of money 
actually put in, while in addition to all this, they 
participate equally in any further profits or property 
of the enterprise on exactly the same terms as the 
inventor and his friend. Obviously the conditions are 
harsh. 

If the parties putting in the money should demand 
a non-voting, non-participating preferred stock, or per- 
haps bonds to the amount of $25,000, to represent 
and secure the actual money they invest, and in addi- 
tion $50,000 of common stock as a bonus, the inventor 
retaining an equal amount of common stock, the terms 
are again severe, but perhaps not so much so as to 
justify a refusal. Then the whole transaction is prac- 
tically a loan of the money to the enterprise, secured 
by the preferred stock or bonds. On this loan the 
investors receive dividends or interest and finally re- 
ceive their money back. Their common stock repre- 
sents a bonus for making the loan, and if the enter- 
prise is a fairly good one, is excessive. Possibly the 
investors would agree to a smaller proportion of com- 
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mon stock, though, unless some arrangement were 
made to give them the control, this is not probable, 
as they would wish a sufficient amount of voting stock 
to fully protect their interests. 

It is to be noted that in any arrangement of this 
kind — which may be modified in many ways — ^an issue 
of preferred stock is much preferable to a bond issue. 
If the dividends are passed on preferred stock — even 
though cumulative — ^payment cannot be forced to the 
injury of the company, but the deferred dividends 
merely pass over until such time as there are profits 
from which they may be paid. The interest on bonds, 
on the contrary, is an absolute fixed charge which must 
be paid when due under penalty of foreclosure of the 
bonds. That is, the preferred stock receives its divi- 
dends if profits are made ; the bonds must receive their 
interest without regard to the financial condition of 
the company. The bonds may possibly endanger the 
very existence of the enterprise. Preferred stock can- 
not. For this reason, bonds are to be avoided as far 
as possible in a new and unproved enterprise. 

Possibly when the time came to finance the enter- 
prise we are now considering, the inventor's original 
friend might be so favorably impressed with the in- 
vention that instead of allowing the appeal for money 
to be made to outsiders he will himself put in the 
$25,000 of cash required. Then an entirely new set 
of conditions arise. Should he be given $50,000 of 
voting stock for his money, and also receive his half 
of the reserved stock, amounting to $25,000, he would 
then own $75,000 of the stock, or three-fourths of 
the whole company, and would control it absolutely. 
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Such a condition would probably be objectionable 
to the inventor. He might be willing for his friend 
to be equal to him in the management or perhaps 
even consent to his control, but would not relish such 
a preponderance. The emergency might be met by 
an issue of non-voting stock for the money. This 
stock would probably be a preferred stock and would 
usually be limited strictly to its preferential dividend 
of six per cent., or such other per cent, as might have 
been agreed upon. Then the friend, now the investor, 
would receive annual dividends of six per cent, on his 
$50,000 of preferred stock — which is equivalent to 
twelve per cent, on the $25,000 actually invested — be- 
fore the inventor received anything. Then he and the 
inventor would participate on an even footing in the 
remaining profits. Both would be equal in voting 
power and therefore the equality of management 
would be maintained. 

Possibly, however, the inventor's friend would in- 
sist on receiving the full $50,000 of common stock 
of the investment — which would, if the enterprise 
proves good, be a very much better arrangement for 
him — and if the inventor had already agreed to grant 
these terms to strangers, he could hardly refuse his 
friend. At the same time he might very properly de- 
mand equal power in the management. The matter 
might then be arranged, as already discussed, by 
means of the voting trust or perhaps better by a 
classification of the stock. 

If the board is composed of an odd number, such 
as three, seven or thirteen, as is usually the case, each 
class of stock might be given the power to elect an 
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equal number of directors, leaving the one odd mem- 
ber to be elected in some other way. For instance, 
if the board were composed of five members and there 
were two classes of stock, each class might be given 
power to elect two directors. This would provide for 
four of the directors, and the election of the remaining 
director might perhaps be effected by agreement be- 
tween the two groups. Should a tie result, the fifth 
director would fail of election and then, as the board 
of directors is usually empowered to fill vacancies, 
the matter would probably be left to the board itself. 
Presumably the four members would be able to agree 
on some fifth member. If not, the board must act 
with four members instead of five. If, however, the 
fifth director were once elected and the by-laws pro- 
vided, as is usually the case, that a director once 
elected holds his office until the election of his suc- 
cessor, the fifth director would, in case of a tie at any 
subsequent election, hold over and the board would 
then be complete, though but four new members were 
elected. 

It is sometimes necessary in making the corporate 
arrangements and adjustments to issue bonds with 
some special rights. A bond issue will occasionally 
be made participating — that is, profit-sharing. In this 
case the bonds first receive their regular interest and 
then in addition receive dividends from profits. The 
arrangement is not common, but where it does exist 
usually provides that the bonds after receiving their 
annual interest, shall then participate on the same basis 
as does the stock of the company in any dividends de- 
clared. It would seem to be more equitable that the 
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Stock should receive a dividend equal to the interest of 
the bonds before these latter begin their participation 
in profits. 

Another provision not uncommon and intended to 
provide some additional protection to preferred stock, 
is an arrangement that in case preferred dividends are 
not paid for a certain period, or if they fall in arrears 
to some specified amount, then such preferred stock 
shall have the right to vote. Usually in such cases 
this voting right, when effective, places the control of 
the company in the hands of the preferred stockholders. 
Or sometimes it is provided without reference to vot- 
ing rights that the control of the company shall pass 
to the preferred stockholders in case of failure of divi- 
dends for a specified period or to a prescribed amount. 
The arrangement is a very fair one. If the common 
stock in which the management rests cannot direct the 
company successfully, it is but fair that it should step 
aside and give the preferred stock an opportunity to 
not only protect its own interests but benefit the com- 
mon stock as well by a better administration. 

Very occasionally it will be provided that preferred 
stock after payment of its dividend, shall receive a 
certain proportion of all profits each year until its 
face value has been paid in full. The stock is then 
cancelled and is practically non-existent. Usually 
when such an arrangement is made preferred stock is 
issued to the full amount of the money invested and 
in addition a bonus of common stock is given to the 
investors. In this case the investors receive back their 
money from the profits of the enterprise and then — 
all parties being "on velvet" — ^participate equally, or 



Digitized by VjOOQ IC 



S08 FINANCING AN ENTERPRISE. 

in accordance with their stock holdings, with the 
owners of the enterprise in any further profits. 

Practically this same arrangement is at times car- 
ried out by the money being advanced as a loan, to be 
repaid as agreed, and the party making the loan re- 
ceiving a substantial bonus of stock for the "accom- 
modation." When this plan is adopted, care should 
be exercised that the laws against usury are not 
violated. 

In all the various modifications of the corporate 
arrangements discussed, it must be borne in mind that 
any stock not full paid — either technically or actually 
— subjects the party to whom it is issued to a liability 
for the unpaid balance as long as he holds such stock. 
This unpaid amount may be claimed by the corpora- 
tion — unless barred by an express waiver of such claim 
—-or by any creditor of the corporation. Usually this 
liability does not follow the stock into other hands 
but is extinguished when the original owner parts 
with the stock. 

The full payment of stock demands more care than 
is usually exercised. If any colorable quid pro quo 
is given in exchange when stock is issued, such as an 
invention, a mine, a business or other property of real 
present or prospective value turned into the corpora- 
tion, the courts will usually hold the stock to be full 
paid. In many cases, however, the property exchanged 
in order to make the stock full paid is so utterly 
inadequate that the transaction will not stand the 
scrutiny of the courts. Under such circumstances, 
should the company become insolvent, the creditors 
might collect the entire amount needed to make this 
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Stock actually full-paid, provided only that the stock 
is still in the hands of the parties to whom it was first 
issued, or if in the hands of others, that the certificates 
are not marked " full-paid." 

It is but seldom this point arises, but it may be so 
serious when it does that parties receiving stock direct 
from the issuing corporation should be quite sure that 
it has been fully paid before taking it in their own 
names. If their stock is purchased from other parties 
and the certificates are marked full-paid, they may 
take the stock with full confidence, for no liability 
could then follow it, no matter what price was paid 
either by the original or by the present purchasers. If, 
however, their stock is purchased at less than its par 
value and comes direct from the company, or the cer- 
tificates are not marked full-paid, its condition re- 
quires investigation. Otherwise there is always a pos- 
sibility of unexpected and unwelcome liabilities arising 
later. 
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APPENDIX. 

CHAPTER XLII. 
THE CORPORATE SYSTEM. 



The financing of an enterprise usually requires the 
combination of both men and money. This combina- 
tion may be formed by means of the partnership or 
of the corporation. 

The partnership is the old, familiar system of busi- 
ness organization, easily formed, as easily dissolved, 
informal, uncertain in action, and entirely unsafe. En- 
terprises are but seldom financed under the partnership 
form, and it requires no consideration here. 

The corporation, on the other hand, is an efficient 
and widely used system of business organization. It 
is created by a charter, granted by the State upon 
application of the interested parties who are called 
incorporators. Its name, purposes, location, capital 
stock, duration and other essential features, are fixed 
by this charter. It may usually be formed for one 
or more purposes as desired, one corporation some- 
times carrying on several different lines of business. 

The corporation so created is for all practical pur-*- 
poses an individual, carrying on business, making 
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contracts and suing or being sued in its own name. 
It is entirely separate and distinct from its members 
who may die or withdraw without affecting the corpor- 
ation. It is subject to the general laws of the land just 
as is an individual, and in addition is subject to the 
special state laws made for the regulation of corpora- 
tions. It must also conform strictly to the provisions 
of its charter. Its members, called stockholders, adopt 
by-laws for its guidance. These by-laws are subord- 
inate to the charter and both are subordinate to the 
laws of the state. As each state enacts its own laws 
for the regulation of corporations, these laws vary in 
detail in the different states, though they are much 
alike as to their main features. 

The corporation is managed by a board of directors, 
who are elected by the stockholders and are controlled 
by the provisions of the charter and by-laws: The 
number of directors is often prescribed by the state 
laws within certain limits — as not less than three nor 
more than thirteen — but otherwise, or within these 
limits, is fixed by the charter or by-laws. The direc- 
tors may only act in duly assembled meetings and 
their decisions, or instructions, expressed as motions 
or resolutions, are carried out by the officers of the 
company or by special agents appointed by the board 
of directors. 

The capital stock of the company is an arbitra^-y 
amount fixed by the charter — ^though decided in the 
first place by the incorporators — supposed to be suffi- 
cient or convenient for the purposes of the company. 
In a conservative company the capital stock at the 
time of organization will usually represent dollar for 
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dollar the amount of property put into the company. 
Thereafter the capital stock remains the same unless 
formally changed by amendment of the charter, but 
naturally the value of the property of the company 
will vary as its business is profitable or otherwise. In 
a speculative company, on the contrary, the capital 
stock is usually fixed at a figure far in excess of the 
existing value of any property owned. If the company 
is successful, the value of its assets will probably reach, 
or if very successful, will exceed the amount of its 
original capitalization. 

The capital stock is divided into equal parts called 
shares. The most common face or par value of these 
shares is $ioo, though mining corporations are com- 
monly organized with shares of the par value of $i, 
and shares of the par value of $io are frequent. In 
most states the par value of shares may be fixed at any 
desired figure. 

When a company is organized its stock is supposed 
to be issued only for money or property or some- 
thing else of value contributed to the company, and 
the parties who receive the stock in exchange for these 
values, and thereafter those who acquire it, are stock- 
holders and compose the company. It is but rarely 
that the number of stockholders in a corporation is 
less than three, though occasionally a corporation will 
be found with but one or two stockholders who will 
hold its entire stock. There is no maximum limit. 
The United States Steel Corporation now numbers 
over 100,000 stockholders. 

The stockholders elect directors by whom the cor- 
poration is controlled and the directors elect the offi- 
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cers by whom the company affairs are directly man- 
aged. The profits of the corporate business are paid 
to the stockholders when and in such amounts as the 
directors decide, in proportion to their holdings of 
stock and in the form of dividends. 

Unless otherwise expressly provided, all the stock 
of a corporation is on an equality and is called com- 
mon stock. Each share then carries the right to one 
vote at stockholders' meetings and to participate pro- 
portionately in the profits of the company on exactly 
the same basis that every other share of common stock 
does. 

It IS, however, possible by such proper provision as 
is prescribed by the laws of the state in which the 
corporation is formed, to create stock preferences, or 
in other words, to give certain stock — usually called 
preferred stock — some advantage that the other stock 
does not enjoy. This advantage generally takes the 
form of preferential dividends, — that is, in any year 
dividends to some fixed amount, as say six per cent., 
must be paid it before dividends may be paid to the 
common stock. After this preferred dividend is paid 
in any one year, the common stock takes the next divi- 
dends declared in that year up to the same percentage. 
Then unless expressly stated otherwise by the provi- 
sions creating the preferred stock, both preferred and 
common stock participate equally in any further divi- 
dends that may be declared during that year. It is 
usually provided that in any dissolution of the com- 
pany the preferred stock shall be paid in full out of 
the company assets before the common stock receives 
anything. 
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It is to be noted that in addition to its special rights, 
preferred stock has every right that common stock has, 
unless such rights are in whole or in part expressly 
denied. Quite commonly preferred stock is debarred 
from voting. Frequently it will be limited strictly to 
its preferred dividend, receiving no further dividends 
for the current year no matter what profits are divided 
among the common stock. 

A preferred dividend may be made cumulative or 
non-cumulative. If the latter, in case the profits do 
not justify the pa)rment of its dividend in any year, 
in part or in whole, the unpaid balance fails and is lost 
absolutely to the preferred stock. If the stock is cumu- 
lative, however, its regular preferred dividends and 
any arrearages must be paid in any subsequent year 
when profits exist, before dividends are paid to the 
common stock. As will be seen, a cumulative pre- 
ferred stock is much the better for the investor. 

If a corporation wishes to borrow money, it may 
do so, as an individual would, on its note. If, how- 
ever, a corporate loan is large it is usually effected by 
means of bonds, which are practically a series of 
formal corporate notes, secured by mortgage upon 
some or all of the property of the corporation accord- 
ing to the terms of the mortgage, or as it is usually 
termed, "deed of trust." Coupons, each calling for 
an annual or semi-annual interest payment, are at- 
tached to the bonds and when interest is due the cou- 
pon representing that interest payment is clipped from 
each bond and presented at the bank or trust com- 
pany where the interest is payable. The detached cou- 
pon then serves as a voucher, entitling the presenting 



Digitized by VjOOQ IC 



THE CORPORATE SYSTEM. 515 

party to receive the interest, and also, when surren- 
dered, as a receipt for the interest that has been paid 

The laws of most states provide that unless a cor- 
poration has received, nominally at least, the full par 
value for its issued stock, any parties to whom such 
stock is issued are liable for the difference between 
the amount actually paid on such stock and its par 
value. That is, if a $ioo share of stock is issued for 
$50, the party receiving this share is liable for the 
further amount of $50, which may be demanded by 
the corporation — unless otherwise expressly agreed — 
or regardless of any agreement between the corpora- 
tion and the purchaser, by any unpaid creditor of the 
company. 

For this reason, when a corporation is organized 
to conduct an enterprise, its stock will be issued in ex- 
change for the invention, mine, business or other more 
or less valuable property of the enterprise. If the prop- 
erty is at all adequate the stock is thereby made full- 
paid and non-assessable and the recipients or subse- 
quent purchasers of such stock are relieved from any 
further obligations. 

Then if it is desired that the corporation shall have 
stock to sell for operating capital, or for other pur- 
poses, a portion of this issued stock is donated by the 
recipients, who are usually the former owners of the 
incorporated enterprise or other parties interested, 
back to the corporation. When given back in this 
way the stock is still full-paid stock and the corpora- 
tion may then sell it for any price it can get, the pur- 
chasers not incurring any obligation beyond the 
amount of the agreed purchase price even though they 
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bought the stock at half or a quarter of its face value, 
or at a less price. 

Stock turned back into the treasury of a company 
in the manner suggested, or purchased or otherwise 
secured by the company, is known as treasury stock. 
The term is also frequently applied to unissued stock 
though the best authorities confine the use of the term 
to stock that has been actually issued and has then 
come back into the treasury of the company by dona- 
tion, by purchase, or in some other way. 

If a man wishes to enter or secure an interest in a 
corporation, which is selling stock, he subscribes to 
its stock, his money is paid into the treasury of the 
company and he receives his stock in return. The 
money paid in is then the property of the company 
and the man who paid it in is a stockholder, having 
such general rights in the corporation as are given 
him by the stock he holds. The money has passed 
absolutely from his personal control. Or he may 
secure an interest in the corporation by purchasing 
the stock of some other stockholder. In this case 
his money goes to the other stockholder and not to 
the corporation, which has already been paid for the 
stock at the time of issue. 

When stock is sold certificates are given to the 
purchaser, stating that he is the owner of the num- 
ber of shares purchased. This certificate is merely an 
evidence of ownership and might be lost without af- 
fecting the owner's rights as a stockholder. These 
rights are determined in case of question by reference 
to the stock books of the corporation and the entries 
of these books control. The certificate is not neces- 
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sary in any way to establish the usual stockholder's 
rights; viz, to attend meetings of stockholders, to 
vote thereat and to receive dividends, but is, how- 
ever, almost essential when he wishes to make a sale 
or other transfer of his stock, as he could hardly force 
the corporation to make a transfer of his stock without 
the surrender of his certificate. If, then, his certificate 
is lost he must secure a reissue from the corporation, 
which is usually a matter of much trouble — a bond 
frequently being required before the new certificate 
will be issued. 

When a stockholder sells his stock, he assigns his 
certificate to the purchaser, who by application to the 
proper officers of the company and surrender of the 
assigned certificate, can secure a new certificate in his 
own name. 

When a corporation is formed to take over an en- 
terprise, its stock, as stated, is usually issued in ex- 
change for the more or less valuable property form- 
ing the basis of the enterprise. If so agreed, part of 
this full-paid stock is turned back into the treasury 
for the purposes of the company. The rest is divided 
among the recipients in such proportion as the equities 
of the case demand, and thereafter their interests in 
the enterprise are measured strictly by the amount of 
stock held. If the company is capitalized at $100,000 
and all the stock is issued, the man with $10,000 of 
this stock holds a one-tenth interest in the enterprise, 
is entitled to one-tenth of the profits, and may cast 
one-tenth of all the votes at corporate meetings. The 
matter would not, however, be expressed in fractions, 
but if the par value of the shares was $100, it would 
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merely be said that he held lOO shares or that he 
cast loo votes. 

Here an objection to the corporate system is encoim- 
tered. If any one man or group of men secure con- 
trol of fifty-one per cent, or more of the voting stock 
of a corporation, they can, imder the usual plan of vot- 
ing, elect the entire board of directors. Then through 
this board they can manage the corporate aflfairs to suit 
themselves, so long as they do not conflict with the 
laws. Before they reach this limit the interests of 
the smaller stockholders may be so seriously injured 
as to make their investments practically worthless. 
The company affairs may be so mismanaged that no 
profits are made. Or if profits are made they may be 
diverted into pajonent of excessive salaries to officials, 
or may be wasted in useless experiments or futile ex- 
penditures, or may be piled up as an unnecessary sur- 
plus instead of being declared as dividends. 

The smaller stockholders, who are designated the 
minority stockholders, cannot, under any ordinary cir- 
cumstances, prevent those owning the majority of 
stock from controlling the corporation nor would it 
be proper that they should. They can, however, pre- 
vent the abuse of this control. They are entitled to 
a straightforward and reasonably capable management 
of the company aflfairs, and this, if provision has been 
made for their representation on the board, they can 
usually secure. The methods by which ftiinority board 
representation may be provided for is discussed at some 
length in Chapter XLI of the present volume. 

The corporate system is as a whole complete, well- 
balanced and eflfective. The vast extension of modern 
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business could hardly have been effected without its 
aid. 

/The advantages of the corporate system are many. 
The first and most obvious is the freedom it offers 
from the liability which characterizes the partnership. 
A purchaser may acquire a single share or a hundred 
shares of stock in a corporation and — if the stock is 
full-paid — ^go on about his business with the full assur- 
ance that no matter what happens he cannot lose more 
in that enterprise than the amount of money paid for 
his share. No matter what happens to the corporation 
he cannot be involved beyond the loss of his invest- 
ment. 

The second great advantage of the corporation is 
the convenience and flexibility of its arrangements. 
The smaller investor may be provided for equally 
with the man putting in hundreds of thousands. Each 
has his proportionate interest and his proportionate 
rights. Also, under the corporate system almost any 
desired business conditions may be effectively provided 
for and preserved. Its remarkable adaptability in this 
direction is considered in the preceding chapter. En- 
terprises of the present day are carried on almost uni- 
formly under the corporate system. 

The one material objection urged against the cor- 
porate system, as a means of conducting enterprises, is 
the absolute control, already discussed, which is exer- 
cised by the majority stockholders. It must be ad- 
mitted that this objection to the corporation does exist 
and that it may be a serious one unless expressly pro- 
vided against. On the other hand, it may be pointed 
out that the same objection exists to any form of busi- 
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ness organization. The majority must and always will 
rule. Their absolute power may, however, be so mod- 
ified in the corporation by provisions for minority 
representation and by charter and by-law limitations 
on the power of the majority, that its objectionable 
features are largely or wholly removed. The corpora- 
tion then becomes the safest, the most effective and 
the most generally desirable form of business organi- 
zation known to the industrial world. 
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THE INVESTOR'S QUESTIONS. 



The following questions were originally prepared 
to assist in the investigation of enterprises from the 
standpoint of the investor. They cover broadly the 
important points upon which the investor must have 
information, or should have information if he is to 
judge intelligently of an offering. As these same 
points must be considered with equal care by the 
parties who make the offering, the questions are given 
here for use in the preparation of prospectuses and in 
the make-up of the general presentation. 

Many of these requirements of the investor have 
already been considered in the present work, but the 
condensed presentation which follows supplies the mat- 
ter in a more accessible and more available form for 
the present use than that of the text. 

These questions are comprehensive. They are sup- 
posed to cover broadly all those points in any incor- 
porated enterprise upon which the investor has a right 
to be informed. In any particular enterprise it is 
probable that they will be but partially applicable. 
Some will be obvious and some unnecessary. In any 
case, however, when drawing up a prospectus or in 
preparing the facts for a general presentation, the 
questions may be used to advantage. Those that are 
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not available may be ignored. Those that do apply 
will be considered and the information they call for 
will be given in full or in part, or omitted entirely as 
may seem best to those in charge. If the information 
required by these questions, as far as they may apply, 
is incorporated in a presentation, together with any 
features peculiar to the particular enterprise, it can 
hardly be doubted that the presentation will at least 
be reasonably complete. 

I. Nature of Enterprise. 

1. Is the basis of the enterprise sound? 

2. Is the business or undertaking profitable else- 

where ? 

3. What competition or opposition will be met? 

4. What peculiar advantages does it enjoy over 

these others? 

5. Can it be conducted profitably under existing 

conditions? 

II. Plan of Organization. 

1. In what state organized? 

2. What is the capitalization? 

3. Is the capitalization reasonable? 

4. Has the stock been issued in whole or in part 

and if so, for what? 

5. Is the stock offered for sale full-paid and non- 

assessable? 

6. Has any of the stock preferences? 

7. Is any stock unissued or held in the treasury? 

8. Who has stock control? 
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9. Are the rights of smaller stockholders protected ? 
ID. Are there any unusual features in charter or 
by-laws ? 

III. Present Condition of Enterprise. 

As to Property. 

1. What properties or rights are controlled? 

2. What is their value and how estimated? 

3. Are these properties or rights owned, or held 

under lease, license, grant, option or other- 
wise? 

4. If owned, are titles perfect? 

5. Are there any incumbrances on the properties 

or rights? 

6. If not owned, are the holding papers in due 

form? 

7. If not owned, are the terms of holding reason- 

able, satisfactory and safe? 

8. In event of liquidation, what would be worth 

of property? 

As to Operation. 

1. What operations have been or are now carried 

2. What have been the results? 

3. What difficulties if any have been encountered? 

on? 

4. What is demand for the product or operation 

of the enterprise? 

5. What is present status of the enterprise? 

6. Are proper books kept? 
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As to Finance. 

1. What are the present assets and their actual 

value? 

2. What debts, claims, fees, rents, royalties or 

other payments or obligations are now due 
or are to be met and carried ? 

3. From what resources are these to be met? 

4. Who handles the moneys and under what safe- 

guards? 

5. What are or will be the running expenses, sal- 

aries, etc.? 

IV. Management. 

Directors. 

1. How many members in the board? 

2. Who are these members? 

3. What is their past record and present business 

status? 

4. Who are the active members of the board? 

5. Who if any are inactive? 

6. Are meetings regularly held and attended? 

7. Who compose the executive committee — if any 

— ^and what are its powers? 

8. Are the directors stockholders, and, if so, to a 

• material amount ? 

OMcers. 

1. Who are the officers? 

2. What are their previous records? 
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3. What are their special present qualifications? 

4. Are they able to work together without friction ? 

5. What compensation do they receive or are they 

to receive? 

6. Are they interested in the enterprise beyond 

their salaries? 



V. Plan of Operation. 

1. What is the general plan of operation? 

2. What special reasons if any led to its adoption ? 

VI. Disposition of Money Asked For. 

1. Does the money from sale of stock go into the 

treasury of the company? 

2. If any does not go into the treasury, to whom 

does it go and for what purpose? 

3. Of money going into the treasury, what pro- 

portion goes into active development and op- 
eration? 

4. What part goes to pay off existing debts, obli- 

gations and claims? 

5. What part, if any, goes to pay for promotion 

expenses, commissions, etc.? 

6. How is the development and operating money 

to be applied? 

7. Is the amount asked for sufficient to accomplish 

the desired results? 

8. Will it place the company on a self-supporting 

or profitable basis? 
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VII. The Proposition. 

1. Is the general proposition a fair one? 

2. Is the price of stock or bonds reasonable? 

3. How do these prices compare with any former 

prices? 

4. If common stock is offered, do preferred stock, 

bonds or other profit-sharing obligations take 
precedence and to what amount? 

5. What reserve of profits will be retained before 

dividends are to be declared? 

6. If preferred stock is offered, is it cumulative, 

does it vote, when is it redeemable and at 
what price, what sinking fund provision is 
made for redemption and are any peculiar 
provisions attached ? Do any bonds or other 
obligations take precedence of the preferred 
stock? 

7. If bonds are offered, what interest is paid, and 

when and where; upon what property are 
they secured and when and how are they paid ; 
is the trustee or trust company of repute; 
under what conditions are the bonds fore- 
closable ; when and how are they or may they 
be redeemed; are there any other securities 
taking precedence, and are there any peculiar 
provisions in deed of trust? 

VIII. General. 

I. What is the previous history of the enterprise or 
the property or undertaking on which it is 
based ? 
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2. If inventions enter prominently, what is the 

previous record of the inventor? 

3. By whom are the statements made and is the 

party making them reliable? 

4. Are there any contracts or obligations not now 

effective by which the enterprise will subse- 
quently be affected? 
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Adaptation of Corporate Features (Ch. XLI), 491-509. 
Flexibility of Corporate System, 491. 

Case in Point, 491-506. 
Inventor's Arrangements, 491-506. 
Close Corporations, 492. 
Enlarging Corporation, 492-496. 
Preferred Stock, 493, 494. 
Question of Control, 495, 496. 

Methods of Meeting Question, 495, 496. 
Voting Trusts, 496, 497. 
Classified Stock, 498. 
Protection of Minority, 499-502. 
Varying Stock Plans, 502-506. 
Bond Issues, 506, 507. 
Sundry Corporate Modifications, 507, 508. 
Full Paid Stock, 508, 509. 
Advantage of Corporate System, 519, 520. 
Efficient Management, 35-41. 
High Capitalization, 224. 
Advertising, 341-343- (See Chapters XXXII-XXXIV.) 
Agreement for Promotion, 473, 475-479. 
APPENDIX, 510-527. 
Attorney, Necessity for, 121, 122, 481-490. 

B. 

Bond Issues, 506, 507. 

Bonuses, 479, 480. 

Bonuses and Commissions, 469-480. (See Commissions and 

Bonuses.) 
Borrowing Money, 23-25. 
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Capital and Undertaking, Relations of, 43-46. 
Dominance of, 45-48. 
Necessity of Sufficient, 32-35. 
Capitalization and Value, 176-182. 

of New Enterprise, 191-206. 
Capitalization Based on Present Values (Ch. XIX), 191-206. 
New Enterprises, 191, 192. 

Stock for Salaries, 191, 192. 
Capitalization of Going Concern, 193-196. 
Promoter's Profit, 193, 194. 
Working Capital, 194, 195. 
Provision for Future Needs, 195. 
Cases in Point, 196-206. 
Marble Quarry, 196-199. 
Improvement in Cameras, 199-202. 
Invention, 202, 203. 
Coal Mine, 203, 204. 
Contract, 204-206. 
Capitalization Based on Present Values (Ch. XX), 207-221. 
Going Concerns, Good- will, 207-221. 
Definition of Good-will, 207. 
Personal Good-will, 208-210. 

Professional Good-will, 209, 210. 
Good-will Carried by Trade-Names, 210-213. 
Pond's Extract, 210. 
Sapolio, 211, 212. 
Intangibility of Good-will, 213. 
Capitalization of Good-will, 213-221. 
Partnership, 214-216. 

Objection to Under-capitalization, 215, 216 
Hardware Business, 216-217. 
Use of Preferred Stock to Represent Actual Values, 

217-220. 
Mail Order Business, 218, 219. 
United States Steel Corp., 219, 220. 
Common Stock to Represent Good- will, 218-221. 
General Rule as to Stock Representing Good-will, 220, 

221. 
Capitalization Based on Profit Possibilities (Ch. XXII), 233-240. 
Purely Speculative Enterprises, 233-240. 
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Capitalization Based on Profit Possibilities. — Continued. 
Mining Schemes, 234-237. 
Typical Cases, 234-236. 
Public Impression, 236, 237. 
New Inventions, 237-240. 

Marconi Wireless Telegraph Co., 237, 238. 
Liquid Air Co., 238-240. 

Proper Capitalization, 240. 
Capitalization Based on Profit Probabilities (Ch. XXI), 222-232 
Profit Probabilities Compared with Good-will, 222. 
Capitalization of Probable Profits, 222-232. 
Coal Mine, 222, 223. 
Advantage of High Capitalization, 224. 
Dredging Contract, 224, 225. 
Capitalizing Inventions, 225-227. 

New Sewing Machine, 226, 227. 
Capitalizing Franchises, 227-232. 
Union Traction Co., 228^ 229. 
Gas Franchise, 229-231. 
Watering Stocks, 231, 232. 
Capitalization. Legal Status. Functions. (Ch. XVI), 163-173. 
Definition, 163. 
Legal Limitations, 164-166. 

How Avoided, 166. 
Functions of Capitalization, 166-173. 
To Apportion Interests, 166-171. 
To measure Values, 167, 169-172. 
Capitalization of a Partnership, 167-169. 
an Invention, 170-172. 
Shares without Valuation, 172, 173. 
Capitalization Not Based on Value (Ch. XVIII), 184-190. 
Incorporation of Inchoate Enterprise, 184. 
Preliminary Incorporation, 184-186. 
Close Corporations, 186-188. 
Case in Point, i86-i88. 
Over-Capitalization to Keep Down Dividends, 188, 189. 
for Business Reasons, 189, 190. 
CAPITALIZATION OF AN ENTERPRISE (Part IV), 163- 

251. 
Commissions and Bonuses (Ch. XXXIX), 469-480. 
Parties Entitled to Commissions, 469-473. 
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Commissions and Bonuses. — Continued. 

Commissions for Direct Sales, 469, 470. 

for Sale of Stock or Securities, 470. 
for Interesting Others, 470, 471. 
for Introductions, 471-473. 
Justification of, 472. 
Agreement for, 473. 
Rates of Commission, 473, 474. 
Plan of Giving Flat Prices, 474, 475. 
Preparing Commission Agreement, 475-479. 
Specific Points to be Covered, 476-479. 
Bonuses, 479, 480. 

When Given, 479, 480. 
Conditions of Financing (Ch. II), 10-15. 

Ideal Conditions for Financing, 11, 15. 
Usual Conditions, 11, 12. 
Misrepresentation, 12. 
Investors' Standpoint, 12-14. 
Essentials for Successful Promotion, 14, 15. 
Abnormal Successes, 14, 15. 
Control of Corporations, 495-502, 518. 
Copyrights, 141, 142. 
Corporate Features, Adaptation of, 491-509. (See Adaptation of 

Corporate Features.) 
Corporate System, The (Ch. XLII), 5io-52a 
Partnership vs. Incorporation, 510. 
Characteristics of Corporate Organization, 510-513. 
Stock Preferences, 513, 514. 
Borrowing Money, 514. 
Issuing Stock for Property, 515-517. 

Treasury Stock, 516, 517. 
Corporate Control, 495-502, 518. 
Advantages of Corporate System, 519, 520. 
Corporation, Close, 186-188, 492. 



Development, Personal, 16-23. 
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Edison, Town of, Ii6, 117. 
Enterprises, Expert Investigation of, 76-78. 
General Investigation of, 67-75. 
Non-Speculative, Investigation of, 76-92. 
Presentation of, 253-264. 
Private Presentation of, 303-359. 
Speculative, Investigation of, 93-108. 
ENTERPRISE, THE (Part I), 7-48. 
Environment, Investigation of, 64, 65. 
Essentials of Success, 14, 15, 28-41, 42. 
Efficient Management, 35-43. 
Sound Undertaking, 28-31. 
Sufficient Capital, 32-35- 
Excessive Capitalization (Ch. XXIII), 241-251. 
Effects of Over-Capitalization, 241, 242. 
Over-Capitalization, What it is, 242. 
Causes of, 242, 243. 

Illustration, Royal Diamond Company, 243, 244. 
Inventors, 246, 247. • ' 

Prqmotcrs, 247-251. 

Cases in Point, 248-251. 
Experimental Work and Model-Making (Ch. XI), 109-117. 
Cost of, 109-113. 
Cautions Relating to, 110-116. 
Typewriters, 113. 
Typesetting Machines, 113. 
Printing Press, 114, 115. 
Edison, Town of, 116, 117. 



Failure to Investigate, 54-59. 

Cases in Point, 56-59. 
Financiers. (See Promoters and Financiers.) 
Financing, Conditions of, 10-15. 

Methods of, 16-27. 
Functions of Capitalization, 166, 167. 

Apportionment of Interests, 166- 171. 

Measurement of Values, 171 -173. 
Fundamental Patents, 126, 127. 
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Going Concerns, 207-221. 

Capitalization of, 193-196. 
Compared with Profit Probabilities, 222. 
Good- will, 207-221. (See Capitalization Based on Present 

Values, Ch. XX.) 
Guaranteed Stock, Bonds and Dividends (Ch. XXXVI), 420-436. 
Term "Guaranteed Stock" as used in Promotion, 420-423. 
Method of Guaranteeing Stocks, 421-426. 

Where the Payment comes from, 423, 424. 
Usual Representations, 424, 425. 
Real Nature of Transaction, 426-428. 
Fallacy Involved, 427, 428. 
Objections to Plan, 428, 429. 

Imperial Trustee Company, 430. 
Cost of Guarantee, 430, 431. 

Guaranteeing the Guarantee, 432. 
Guaranteeing by Insurance Policies, 432. 
Guaranteeing First Interest on Bonds, 432, 433. 
Guaranteeing First Dividends, 434, 435. 
Conclusion, 436. 
Guarantees, Trust Fund, 404-419. (See Trust Fund Guarantees.) 



Importance of Investigation (Ch. VI), 49-59. 

Potential Enterprises, 49. 

Investigation, Necessity for, 50-54. 
Cases in Point, 51-53. 

Refusal to Investigate, 54, 55. 

Failure to Investigate, 55-59. 
Cases in Point, 56-59. 
Incorporation, 27, 184-188. (See Chapters XLI, XLII.) 
Introductory (Ch. I), 7-9. 

Enterprises Defined, 7. 

Requisites for Financing, 7, 8. 

Untried and Fraudulent Enterprises, 8. 

Methods of Financing, 8, 9. 
Inventions. (See Chapters X-XII.) 

Capitalization of, 170-172, 225-227, 237-240. 
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Inventions. — Continued. 

Investigation of, 69-75, 78-82, 96-108. 
Over-Capitalization of, 246, 247. 
Patentability, 106, 107. 
Inventor's Arrangements, 491-506. 
Characteristics of, 97. 
Investigation, Necessity of, 29, 30, 50-59. 
Refusal to Permit, 54, 55. 
Investigation of a Non-Speculative Enterprise (Ch. IX), 76-92. 
Expert Investigation, 76-78. 
Cases in Point, 78-92. 

Synthetic Copper, 78-82. 
Asphalt Deposit, &2-89. 
Clay Deposit, 89-92. 
Investigation of a Speculative Enterprise (Ch. X), 93-108. 
Mines and Inventions, 93, 94. 
Cases in Point, 94-101. 
Bell Telephone, 94, 95. 
Edison Phonograph, 95, 96. 
Brick Machine, 97-101. 
Inventors, Characteristics of, 97. 
Testing Value of Inventions, 102-108. 
Demand, 103, 104. 
Efficiency, 104, 105. 
Patentability, 106, 107, 108. 
Value, 108. 
INVESTIGATION OF AN ENTERPRISE (Part II), 49-117. 
Investigation of Natural Features of Enterprise, 61-66. 
Basis of Enterprise, 62. 
Conditions of Operation, 66. 
Environment, 64, 65. 
Output, 63, 64. 
Title, 62, 63. 
Investor's Questions (Ch. XLIII), S^^S^?- 
Requirements of the Investor, 521. 

Their Application, 521, 522. 
Nature of Enterprise, 522. 
Plan of Organization, 522, 523. 
Present Condition of Enterprise, 523, 524. 
Management, 524, 525. 
Plan of Operation, 525. 
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Investor's Questions.~Continued. 

Disposition of Money Asked, 525. 

The Proposition, 526. 

General, 526, 527. 
Investors, Standpoint of, 12-14. 



Large vs. Small Investors, 303-307. 
Legal Assistance (Ch. XL), 481-490. 
When Necessary, 481-483. 
Disadvantages of Dispensing with Lawyer, 481-486. 

Cases in Point, 484, 485. 
Selecting a Lawyer, 487, 488. 
Question of Fees, 488, 489. 
Cautions, 489, 490. 
Legal Limitations on Capitalization, 164-166. 
Legal Status of Capitalization, 164-166. 
Legitimate Monopolies, 161-162. 
Artificial, 161, 162. 
Natural, 161, 162. 



M. 



Management, Efficient, 3S-4i» 524, 525. 

Importance of, in Undertaking, 42, 43. 
Manager, Securing, 36-41. 

Manner and Matter of Presentation (Ch. XXIV), 253-264. 
Necessity for Favorable Presentation, 253, 254. 
Distinction between Facts and Expectations, 254, 255. 
Artistic Presentation of Facts, 255. 
Large vs. Small Investors, 256, 257. 
Promoters' Profits, 258-264. 
Legal Aspect, 258-262. 

Secret Profits, Methods of Securing, 262-264. 
Methods and Results of Investigation (Ch. VII), 60-66. 
Primary Object of Investigation, 60, 61. 
Investigation of Natural Features, 61-66. 
Basis of Enterprise, 62. 
Title, 62, 63. 
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Methods and Results of Investigation. — Continued. 

. Investigation of Natural Features — Continued. 
Output, 63, 64. 
Environment, 64, 65. 
Conditions of Operation, 66. 
Methods of Financing (Ch. Ill), 16-27. 
Persona] Investment, 16. 
Personal Development, 16-21. 

Modifications of, 21-23. 
Borrowing Money, 23-25. 
Partnership, 25-27. 
Incorporation, 27. 
Mining Enterprises, Capitalization of, 234-237. 
Investigation of, 82-89, 94* 
Minority, Protection of, 499-502. 
Model-Making, Cautions Relating to, no- 116. 

Cost of, 109- 1 13. 
Monopolies (Ch. XV), 149-162. 

Obtaining a Monopoly, 149-162. 

In Standard Lines of Business, 150-153. 
In Natural Products, 153-162. 

Kimberly Diamond Mines, 153-155. 
Trinidad Asphalt Lake, 155-159. 
Standard Oil Company, 159-161. 
Legitimate Monopolies, 161, 162. 

Artificial, 161, 162. 
Natural, 161, 162. 



Partnership, 25-27. 

Capitalization of, 167-169. 
vs. Incorporation, 510. 
Patents (Ch. XII), 118-130. 
Nature of, 119, 120. 
Securing Patents, 120-129. 

Necessity for Attorney, 121, 122. 
Fees of, 122. 
Character of, 123, 124. 
Preliminary Search, 125. 
Fundamental Patents, 126, 127. 
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Patents. — Continued. 

Securing Patents. — Continued. 

Multitudinous and Blanket Claims, 127, 128. 
Government Fees, 128. 
Improvements, 129. 
Patents, Presentation of, 299-301. 

vs. Secret Processes, 143-148. 
Preparation for Presentation (Ch. XXV), 265-277. 
Inadequate Preparation, 265, 266. 
Adequate Preparation, 266-276. 
Cases in Point, 267-276. 

Improvement in Typewriters, 267-272. 
Mines, Quarries, etc., 274, 275. 
Proper Stage for Presentation, 270-272. 

Passing this Stage, 271, 272. 
Over-preparation, 275. 
Fraudulent Preparation, 276, 277. 
PRESENTATION OF AN ENTERPRISE (Part V), 253-403. 
Presentation, The (Private or Public), (Ch. XXVIII), 303-313. 
Comparison of Private and Public Presentations, 303-310 
Advantages of Private Presentation, 304. 
Objections to " " 304, 305. 

Advantages of Public Presentation, 305-307. 
Objections to " " 307. 

Presentation of Speculative Enterprises, 307-310. 
Fraudulent Presentations, 31 1-313. 
Cases in Point, 311, 312. 
Effect, 313. 
Private Presentation (Among Friends), (Ch. XXIX), 314-328. 
Presentation to Friends, 314. 
Cautions, 314-316. 
Instances in Point, 316-318. 
Repute of Promoter, 318. 
Methods, 319-328. 

(3ases in Point, 321-327. 
Sanitarium, 321. 
Asphalt Deposit, 324, 325. 
Co-operative Idea, 326. 
Promoter's Profits, 327, 328. 
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Private Presentation (Among Strangers), (Ch. XXX), 329-340. 
Reasons for Approaching Strangers, 329-331. 
Methods of " " 332-337. 

Application by Letter, 332-334. 
" in Person, 334-338. 

Expenses, 335-338. 
Personal Repute, 338. 
Financing Enterprises in Great Cities, 338-340. 
Difficulties, 339. 

Letters of Introduction, 339, 34a 
Private Presentation (Among Strangers-Continued), (Chapter 

XXXI), 341-359. 
Position of Stranger in New York, 341. 
Advertising for Capital, 341, 342. 
Advertisers Offering to Secure Capital, 342, 343. 

Methods of Such, 342, 343. 
Direct Approach, 344-351. 
By Letter, 344, 345- 
In Person, 345-351. 
Interesting Promoters, 351-359. 
Pseudo-Promoters, 351, 352. 
Contracts with, 352, 357-359- 
How to Find Reliable Promoters, 354-356. 
Promoter's Compensation, 357, 358. 
Promoters and Financiers (Ch. XXXVIII), 448-468. 
Successful Promoters, 448, 449. 
Promoter's Career, 450, 451. 
General Promoting Concerns, 451-463. 
Methods, 452-46a 

Demands for Money, 453-462. 
Cases in Point, 454, 455, 457-460. 
Financing Patents, 460-463. 
Professional Promoters, 463-468. 
Origin^ 464. 

Characteristic Operations, 465-467. 
Fraudulent Promoters, 466, 467. 
Cautions, 468. 
Promoters and Over-Capitalization, 247-251. 

Profits, Legal Aspect of, 25&-264, 327, 328 
Promotion, Agreement for, 475-479. 

Essentials for Successful, 14, 15. 
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Prospectus and Other Papers (Ch. XXVI), 27&-290. 
Function of Prospectus, 278. 
Promotion without Prospectus, 279, 280. 
Arrangement of Prospectus, 280. 
Expert Aid on Prospectus, 281, 282. 

Cost, 281, 282. 
Printed or Typewritten, 282-284. 

General Hints, 283, 284. 
Beginning Prospectus, 285-287. 

Names of Managers, 285^ 286. 
What to Include, 286-288. 
What to Omit, 288, 289. 

Effective Conclusion, 289, 290. [302. 

Prospectus and Other Papers (Continued), (Ch. XXVII), 291- 
Brevity, 291. 

Interpolated Matter, 291, 292. 
Mechanical Execution, 292, 293. 
Cost of Printing, 294. 
Accompanying Letter, 295. 
Financial Proposition, 295-297. 
Preliminary Statement, 297, 298. 
Collateral Papers, 298, 299. 
Presentation of Patents, 299-301. 
Presenting a Going Concern, 301, 302. 
Expert Reports, 302. 
PROTECTION OF AN ENTERPRISE (Part III), 118-162. 

[375- 
Public Presentation (By Circular Letters), (C:h. XXXII), 360- 
Advantages of the Method, 360, 370, 371. 
Methods, 361-374. 

Preparing the Letter, 361-364. 

Securing Names of Investors, 364-370. 

Detailed Method, 365-368. 

Suggestions, 371-374- 
Difficulties, 374, 375. 
Public Presentation (Newspaper and Magazine Advertising), 

(Ch. XXXIII), 376-388. 
Cost of General Advertising, 376-384. 
Proportion of Failures, 379. 
Financial Report, 379-382. 

Analysis, 382, 383. 
Local Campaign, 384. 
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Public Presentation. — Continued. 

Preparation of Advertising Matter, 384-386. 

Facts vs. Opinions, 386. 

Competing Statements, 386, 387. 

Evasion of Material Points, 387, 388. 

Details, 388. 
Public Presentation (Newspaper and Magazine Advertising- 
Continued), (Ch. XXXIV), 389-403. 
Best Mediums, 389, 390. 
Financial Agents, 390, 400, 401. 
Voluminous Advertising, 391, 392. 

Cash Buyers' Union, 392. 
Usual Methods, 392-401. 

Follow-up Letters, 395-398. 

Increasing Prices at Intervals, 398-400. 

Employment of Agents, 400, 401. 
Siegel Cooper Company Plan, 402. 
Sears, Roebuck & Co. Plan, 403. 

Q. 

Questions for Investor. (See Investor's Questions.) 



Relative Status of Undertaking, Capital and Management (Ch. 

V), 42-48. 
Permanent Importance of Management, 42, 43. 
Fluctuating Importance of Capital and the Undertaking, 

43-46. 
Why Capital Usually Dominates, 45-48. 
Capitalist's Position, 45-48. 
Requisites of a Successful Enterprise (Ch. IV), 28-41. 
A Sound Undertaking, 28-31. 

Investigation of Value, 30, 31. 
Sufficient Capital, 32-35. 

Estimating Amount Required, 33, 34. 
Efficient Management, 35-41. 

Advantage in Securing Capital, 35, 216. 
Securing Capable Manager, 36-41. 
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S. 

Secret Processes (Ch. XIV), 143-148. 

Patents vs. Secret Processes, 143-148. 

Cases in Point, 144-147. 
Considerations Affecting the Matter, 146-148. 
Secret Profits, Promoters', 258-264, 327, 328. 

Methods of Securing, 262-264. 
Speculative and Non- Speculative Enterprises (Ch. VIII), 67-75. 
Distinction, 67. 

Cases in Point, 68-75. 
Cotton Mill, 68, 69. 
Type-setting Machinery, 69, 70. 
Linotype, 70-72. 
Wireless Telegraphy, 72-74. 

Marconi Company, 73. 
Automatic Telegraphy, 74, 75. 
SPECIAL FEATURES OF PROMOTION (Part VI), 404-509. 
Speculative Enterprises, Capitalization of, 233-240. 
Stock, Corporate. (See Chs. XLI and XLII.) 
Guaranteed. (See Ch. XXXVI.) 
Issued for Property, 515-517. 
Preferences, 513, 514. 
Treasury, 516, 517. 

T. 

Title, Investigation of, 62, 63. 

Trade-Marks, Trade-Names and Copyrights (Ch. XIII), 131-142 
Registration, 131- 133. 
Value of Trade-Marks, 133-137. 

Cases in Point, I33-I37. 
Trade-Names, 137-141. 

The Remington Typewriter, 139- 141. 
Copyrights, 141, 142. 

Procedure to Obtain, 142. 
Fees, 142. 
Trust Fund Guarantees (C:h. XXXV), 404-419. 
Term as Used in Promotion, 404. 
"Trust Fund," Defined, 405-4oa 
Criticism of Methods, 408-413. 
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Trust Fund Guarantees. — Continued. 

Plan of Large Exploitation Company, 413-416. 

Comparison with Usual Plan, 415, 416. 
Independent Guarantee Company, 416-418. 

Criticism, 418, 419. 

U. 

Underwriting (Ch. XXXVII), 437-447- 

Reasons for Underwriting, 437, 438. 
Where Practicable, 438, 439. 
Two Methods in Common Use, 439. 
Compensation for Underwriting, 439-442. 
Essentials of Underwriting, 442, 443. 

Shipbuilding Trust, 443. 
Underwriting Agreement, 443-446. 

Advances, 445. 
When Used, 447. 



Value as a Basis for Capitalization (Ch. XVII), 174-183. 
Legal Requirements, 174, 175. 
Nominal Value of Stock, 175, 176. 
Variation between Capitalization and Value, 176-178. 
As Measure of Capitalization, 178-182. 

Case in Point, 178-182. 
Capitalization of a Mining Venture, 182. 
Classification of Capitalizations, 183. 
Value, Capitalization as a Measure of, 167, 169-173. 
of Inventions, Testing, 102-108. 
of Trade-Marks, 133-137. 
Voting Trusts, 496, 497. 
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